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BASIC EDUCATIONAL OPPORTUNITY GRANT
PROGRAM

THURSDAY, OCTOBER 2, 1975

House oF REPRESENTATIVES,
SuBcoMMITTEE ON PosTsEcoNDARY EpuocaTion
of tHE CoarnMrrree ox EpucaTion AND LABOR,
Washington, D.C.
The subcommittee met, pursuant to notice, 2t 10 a.m. in room 2261,
Rayburn House Office Building, Hon. Ronald M. Mottl presiding.
Members present : Representatives O’Hara, Simon, Mottl, and Quie.
Staff present: Jim Harrison, staff director; Webster Buell, counsel;
Elnora Teets, clerk; Robert Andringa, minority staff director; and
William Diefenderfer, minority staff attorney.
Mr. Morrr [presiding]. The Subcommittee on Higher Education
will now come to order.
We are meeting to discuss House Resolution 745 this morning.
[The resolution follows:]

[H. RES. 745, 94th Cong., 1st sess.]
RESOLUTION

Resolved, That the House of Representatives, in the exercise of its authority
under section 411(a) (3) (A) of the Higher Education Act of 1965 as amended,
Gisapproves of the proposed amendments to the family contribution schedule and
regWlations submitted to the House on August 8, 1975, by the Commissioner of

Education.

Mr. Morrr. 1 see we have our distinguished colleague, our good
friend, Dr. Phillips, Deputy Commissioser, Bureau of Postsecondary
Education, Office of Education. It is good to have you with us.

I think 1t would be helpful if this hearing record began with a
memorandum which the chairman of the subcommittee sent to us all
last month when the proposed 197677 Basic Educational Opportunity
Grant family contribution schedule was first submitted to the Con-
gress. That memorandum indicates the statutory and factual back-
ground for these proceedings.

[The memorandum referred to follows:]

CongRress oF THE UNITED STATES,
HoUSE oF REPRESENTATIVES,
CoMMITTEE ON EpvucaTioN AND LaABog,

SUBCOMMITTEE ON POSTSECONDARY EDUCATION,
Washington, D.C., SBeptember 2, 1975.

Dear CoLLEAGUE: On August 13th, the Department of Health, Education and
Welfare sent up, for our information, a copy of the proposed family contribution
schedule under the Basic Opportunity Grant program for the academic year
1976-1977. A formal submission in the form of a letter to the Speaker and
publication in the Federal Register should have ta’ten place by the time you

(1)
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receive this letter. I am proposing thad the Subeommmittee condnet hearvings on
the new schedule beginning on Septentber 30th,

The aunual review of the BOG fumily contribntion schadulbe has some resemn-
blanee to a proeeeding under Section 431¢d) of the General Edueation Provisions
Act—and was, indeed, the inspiration for Scction 431(d). Buat Jhere are sig-
niftcant differences in the tweo procalures. Three BOG schedale reviews were
held by the Subcomnittoe daring the 93rd Congress, lat, for the bhenefit of those
who were net members of this Subconmmittee cien, it wight be nsetnl for me
to ontline the law and procedures involved,

PROCEDURE

As yon Kknow, n student’s Basie Grant is caleulited hy substracting from
$1400 a “reasomuble family contribution™ as determined by the Commissioner
of MNdueation. The formula by svhich the Cominissioner calenlates the reason-
able family contribution muast be submitted anuually to the Congress no later
thau the tirst of the Febrnary preceding the academic year in which it is to be
applicuble. Either House has until May Ist to disapprove the proposed sched-
ule. If neither House does so. the schednle becomes effective at the beginnbng
of the following academie yenr.

Untike the procedire nnder Section 431, we are not limited to determining
whether a BOG schednle is consistent with the law. A resolution of disapproval
my be vooed by oither House, for whuatever reason satisfies that House, And
the eeseiution need not speecify the rntionale for disapproval. In the event ua
resolittion of disapproval were passed (none ever has boen), the law only re-
(quires that the Commissioner publish 1 uew schedule no less than 15 dnys after
snch resolntion is approved, “taking into consideration such reeommendations
as may be mude in connection with sieh resolntion.”

In each previous review, the Commissioner has suabmitted a schedule which
most Members of the Committee have found exeessively stringent. The Chair-
man has introduced 2 pro forma resoltition of disapproval, we have conducted
a4 day or two of hearings, taken testimony fron the Commissioner and from
stndent finanecial aid experts, negotinted the major problems out informally
with the Comntissioner, seeured the submission of o somewhat more satisfaetory
schedule, and nnanimou:ly voted to table the pro forma resolution. Usnally, the
Sendte Subeommittee has codneted more-or-less concurrent hearings, nud with-
ont considering a pro formn resolution, has simply voted to inform the Com-
missioner that, given certnin changes, they wonld not conduet farther disap-
proval proceedings,

I have unot heen accused in the past of being excessively kind to the Office
of Education o209 its regulation-writing proceduares, However. in all fairness,
I wust say that Commissioner Tell nnd his predecessor Commissioner Ottinn
have heen very cooperative with the Snbheommittee in each of the three previous
BOG review proveedings. They have submitted what they evidently consider to
be the most generous schedule they conld come nup with, given Administration
budgetary and poliey restraints, and while they have been tough negotiutors,
they have in exch ease, nide some concessions roward the Subconunittee’s views,
Bach suceessive family contribution schedule has heen <lightly better than the
Inst, and each, when finally promulgated, has been the joint product of the
Office of Eduention and the Congress. I sce no reason why this history of co-
operative endeavor, in the interests of students. will not continue in this fourth
review session.

SUBSTANCE

This year's snbmission (copy attached). mukes three basic chianges for the
sehediile whiceh is already in effeet for the coming neademie year, The “fumily
size offset” is proposed to be increased 107% to take intlation into aceount, The
Commissioner's statement of explanation says that “this iperease in living al-
lowanee ix an estimate and will be changed in aecordance with the actual in-
crease in the Consumer Price Index us published by the Burean of Labor Statis-
ties at the end of the year.”

Two further changes relate to the treatment of fumily assets, in the meas-
urement of what a family can contribnte. The schedule is amended to increase
the general assets set-nside from $10.000 to $12,500, and where n student's
family bss farm or husiness assets, the set-nside is increased to $25,000. The
treatment of ussets in the past has heen a very sticky point. The law requires

6




O

ERIC

Aruitoxt provided by Eic:

3

the Commissioner to take nssets into aceount in hix determination of a fanily
contribution, although it is silent us to how he shall count them,

Although | do not personally. as yon Know, think assets should be taken into
aecotmt, |omust aagree with the Commissioner who has pointed out that the law
requires him (o do so, However, in past sessions, the Subeoinmittee has urged
the Commissioner to count home, faein and business assets differently than he
connts tealy liquid assets, such as stocks, bonds, or savings. In the past, the
Commissioner hax said that there is o satistaetory way of distinguishing among
different Kinds of assets, amd we have hwd to remain content with o gradual
inerease in the total assets set-aside, Phis time, the Commissioner has appar-
ently developed o wny he finds aceeptable, of distingnishing between farm and
busintess assets and others, and I expeet the Subeommittee will want to eonsider
nrging him to think aheut some similar wny of giving home assets a similar
trentment. 3We iy want to compare the BOG schedule with that proposed by
the IKespel Uask Foree,

TIMING

The bvw requires the sehedule for the academic year 1076-1977 to be sub-
mitted no later than Februaney 1, 1976, and gives Congress until May 1, 1976 to
act on it. Athough the mmonnts of time invelved are perfectly manageable,
(O his never Deeu Iate in a sobmission, and the Subeommittee has taken sub-
stantintly loss thne to complete s aetion than the statute permits), all parties
are agreed that the dites themselves are totally unrealistic in terms of program
operations. 8o witle the whele-hearted approval of the Subeommittee, the Com-
missioner has submitted his sehedide far in advanee of thie deadline set by law,
and has expressed the very reasonable hope that we can complete our saction
betore November Ist of this yvear. 1f we do not, the mechanies of printing the
BOG applicativas conld wake it impossible for the program to get under way
on time for the fellowing aeademie year, Last year the Subconimittee wens able
to comndised its hearings, negotiate g hetter schedule, and agree to table its resoln-
tion ot disapproval within 10 days, I see no reason we cannot do So again this

year. .
The proposiad sehednle was printed in the Federal Register on August 14th,

and the 20.day perind for publie comment will terminate on September 15, T
betieve we shonbd do what we have dore in the past, allow OF time to receive
sed st pubilice comments, and make any changes it decides to make on the
latsis of sueh eomntent before we schedule our own hearings, Then, we should
have o day or two of hearings, which 1 thiuk we can tentatively sclhiedule for
September 3th and October Ist, 1 we do that, and assuming the same degree
of cooperation we have il from O in the past, T would anticipate the com-
pletion of the review period snbstantially belere the November 1 date which
O has requested, Even if, which is nnlikely, there has to be a resolution of
disapproval, we could have it on the fleor by October 15th, giving OB its full
statutory  15-day period  to o resubmit 2t corrected  schedule—still prior to
November st
Very teily yours,
Javmes G, O'Haga,
Chairman,

[From 1the Fedoral Recicter, vol. 40, No, 138 Thiarsday, Aug. 14, 1075]
Deeagrsvext oF Hearnr, EbeeattoN, axp WELFARE
Oftice of Ldueation
{45 CFR Part 190]
HASIC ERUCATION OPFORTUNITY GRANT PROGRAM
Fopeeted Family Coptribution for 1976-37 Academic Year
Parsiant to the aunthority contained in subpart 1 of part A of Title IV of the
Fligher Edocation Act of 1965 asx amended (20 U.R.C. 10Tha) notice ig herchy

given that rhe Commissioner of Edueation, with the approval of the Secretary of
Health, Fdneation, aud Welfare, proposes to issne the following amendments



O

ERIC

Aruitoxt provided by Eic:

4

to the reguintions covering the basis for determining the expeeted family eon-
tribution of both dependent and independent students for academic year 1976-77.

These amendments are being submitted for pubiic comment and review by
both Houses of Congress in advance of the February 1 deadline specified in sec-
tion 411(a) of the Higher Education Act of 1965 as amended (20 U.S.C. 1070a)
so that review of the Schedules may be completed earlier than May 1, which is
the date listed in the statute. It is the opinion of the Comumissioner that the
May 1 deadline for Congressional action does not permit students, parents, and
educational institutions sufficient time to make effective decisions concerning the
packaging of student financial aid resources. The regulations to which these
nmegdments are proposed were previously published on April 4, 1975 (40 FR
15248).

The proposed amendments provide for a 109% increase in the family size offsets
used during the 1975-76 academic ycar. This increase in living allowance is
an estimate, and will be ehanged in accordance with the actual increase in the
Consumer Price Index as published by the Burenu of Labor Statisties at the end
of the year. The intent of this increase s to take into account inflation of the
hasic cost of living during the current yenr.

The proposed regulations further provide for an increase in the asset reserve
from $10,000 to $12,500 for the average family, and to $25,000 for families re-
porting farm or business assets. This increase is intended to provide a more
equitable determination of need for those families wlose occupation requires
a substantial asset positior in order to achieve a relatively low level of income.

Interested persons are invited to submit written comments, suggestions, or
objections regarding the proposed rules to Mr, Peter K. U. Voigt, Director,
Division of Basic and State Stndent Grants, U.S. Oilice of Education, Room
5678, ROF-3, 400 Maryland Avenue, SW., Washington, D.C. 20202. All relevant
material must be received not later than September 15, 1975. Comments received
will be available for public inspection at the above oflice Monday thirough Friday
between 8 aan. and 4:30 p.om.

It is hereby certified that the economic and inflationary impacts of this
proposed regulation have bheen carefully evaluated in accordance with OMB
Circular A-107.

Dated: July 30, 1975.
T. H, BELL,

U.S. Commissioner of Education.
Approved : August 8, 1975.
CasPAR W. WEINBERGER,
Secretary, Health, Education, and Welfare.
(Catalog of Federal Domestic Assistanee No. 13.539, Basic Educational Oppor-

tunity Grant Program.)
Part 190 of Chapter I of Title 45 of the Code of Federal Regulations would be

amended as follows:
PART 190—BASIC EDUCATIONAL OPPORTUNITY GRANT PROGRAM

1. Section 100.32 would he amended as follows:

Paragraph (d) through (h) becomes (e) through (j) ; paragraph (j) through
(1) becomes (1) through (p); and by adding new paragraphs (d) and (k) to
read as follows:

§ 190.32 Special definitions
* * * * * * *

(d) “Business Assets” means property that is used in the operation of a trade
or business including real estate inventories. huildings, machinery and other
equipment inventories, patents, franchise rights, and copy rights.

* * * * * * *

(k) “Farm Assets” means any property owned and used in the operation of
a farm for profit, including real estate, livestock, livestock products, crops, farm
machinery, and other equipment inventories. A farm is not considered to be op-
erated for profit if erops or livestock are raised mainly for the use of the family,
but some income is derived from incidental sales,

* * * * * * ”

3
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o Seetion 100.33 would be mmended by revising paragraph (c¢) (1) to read as
follows:
§190.33 The copeeted fumily contribution for dependent students from parents’
and studenl’s cffective income
x* * * ) * *
((.‘) * w ok
(1) Family size offset. A fanily size offset is the amount gpecified in the
following table. Family size includes the studeut, the student’s parents and the
student’s parents’ dependents. If the parents are divorced or separated, family
size shall include the student and any parent whose income is taken into account
for the purpose of computing the annual adjusted faunily income and that
parent’s dependents.

* *

Family Size Offscts

Dollar
Fanily size: amounta
B e e e —————————————————————— e m 3, 700
B e e ———————— e 4, 600
B e e e e ————————— e 2 T 0 15 e R e e 5, 700
B e e e ——————————————————— 6, 750
B e e e e ——————————————————————— e 7, 650
T o e e e ———————————————————————n mm—————— 8, 450
B e e ———————————————— = e e = e o 9, 850
D e e e m e m e mmmm e ——— m - ——————— 10, 250
L0 e e e e e e ———————————— m e m——————— 11, 100
11 e e ————— - mmme 11,950
1 o —————— ————— e o o o o 12, 800
. * * " * * *

3. In § 190.33. paragraph (a)(2) would be revised to read as follews:

§.190.35 Computation of standard crpeeted contribution from parents’ assets

(Il) . % 0 .
(2) If the net assets deterwmined in paragraph (a) (1) of this section include
farm assets or bhusiness assets as detined in § 190.32(d) aud (k), deduct au asset
reserve of $23.000 from the net assots. If the net assets determiuned in paragraph
(1) (1) of this section do not include farm or business assets, deduct an asset
reserve of $12,500 frow the net assets,
* * * * * * L]

4. Section 19043 is amended by revising the puragraph (c) (1) tc read as
follows :

5190.43‘ The erpeeted family contribution for indcpendent students from annual
adjusted family income
% * * * * * x*

((.‘) . u »

(n .i'amily size offset. A fumily size offset is the umount specified in the
following table. Family size includes the student and his dependents. If the
snulent‘is divorced or separated. family size shall inclnde any person whose
income is taken into account for the purpose of computing the annual adjnsted
family income and his or her dependents.

Famity Size Offscts

Dollar
Faniily size: amounts
e e — 3, 700
8 e e e e 4, 500
e b, 700
D e e e e et ke e e e o e e 2 e e = 6, 750
e SR e 7, 650
T e e e e mmeemmmm————————————— 8, 450
B o e 9, 350
O e ——— e 10, 250
10 e — —— 11, 100
1 e e mm e mmmmma e ————————— 11, 950
1 et )
An offset of $1,050 shall he made for the single independent student.
* * * * * * *
L]
72«673 O~ 76~ 2 9
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[FR Doc.75-21300 Filed 8-13-75;8:45 am)

DECARTMENT 0F HEALTH, EDUCATION, AND WELFARE
Oflice of Education
[45 CFR Part 190]
BASIC BEDUCATIONAL OPPORTUNITY GRANT PROGRAM
Notice of Repected Family Contribution for 1976=77 Academic Year

Pursuant to Yhe anthority contained in subpart 1 of part A of Title 1V of the
Higher Edueation Aet of 1965 as amended (20 U.5.C. 10T0n) notice is hereby
given that the Commissioner of Eduention, with the approval of the Seerctary
of Health, Education. and Weltare, proposes to issue the following amendmonts
to the regulations covering the busis for determining the expected family contri-
bution o buth dependent and independent students for academic yenr 1976-77.

These nmendinents are being submitted for public conment aud review by both
Honses of Congress in advanee of the February 1 deadline speeifled in § 411 (a)
of the Righer Edueation Aect of 1065 as amended (20 U.S.C. 1070n) so that
veview of the Schedules may be completed earlier than May 1. which is the date
listed in the statute. 1t is the opinion of the Connuissioner that the May 1 dead-
line for Congressional action does not permit students, pavents, aml edueational
institutions sutlicient time to mnke offective decisions econeerning the packaging
of student financial aid resources, The regulations to which these amendments
iire proposed were previonsty published on April 4, 1975 (40 FR 15248).

‘Fhe proposed amendutents provide for a 109 inerease in the family size offsets
used during the 1975-76 academie year. ‘This increase in living allowancee is an
estimate, and will be changed in accordanee with the aetual inereasge in the
Cousumer Priec Index as published by the DBurean of Labor Statisties at the
end of the year. The intent of this increase is to take into account intlation of
the basie cost of living duving the current ¥ear.

The proposed regnlations further provide for an increase in the asset reserve
from $£10.000 to $12,500 for the average family, and to $25.000 for families re-
porting farm or business assets, This increase is intended to provide a more
eqriituble determination of need tor those families whose ocenpation requires a
sustantinl asset position in order to achieve a relatively low level of income.

futerested persons are invited to subniit written connments, suggestlons, or
objections regarding the proposed rules to My, Peter K. U, Voigt, Director, Divi-
stont of Basic and Stiate Stndent Grants, U.S. Oftice of Edueation, Room 5678,
ROB-3, 400 Maryland Avenue. SW,, Washington, D.C. 20202, All relevant mate-
riitl must be received not later than the 30th day following publication of this
Notice of Proposed Ralemaking in the Federal Register unless the 30th day is a
Saturday, Sunday, or Federal holiday, in which ease the material must be re-
ceived by the next following business day, Comments received will be available
for public inspectlon at the above oflice Monday through Friday between 8 a.m,
tnd -4 :30 pa.

It is hereby certified that the econontic and inflationary Impaets of this proposed
regunlation have been carefully evalnated in accordanee with OMDB Cirenlar
A-107.

Dated : July 30, 1975.

T, H. BELL,
U.S, Commigsioner of Education.
Approved August 8, 19705,
Caspar W. Weinberger,
Seerctary, Health, Education, and Welfare.
(Catalog of Federal Domestic Assistance No. 13,539, Basic Bducational Oppor-
tunity Grant Program.)
Certified to be a true copy of the original document.

Part 190 of Chapter I of Title 43 of the Code of Federal Regulations is
amended as follows:
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CART 190—BASBIC EDUCNTIONAL QUPORTUNUVIY GRANT I'ROGRAM

L] L] L] L] - L] -

1, Section 190.32 is amended as foHows:

Parngraphs (@) throngh (h) become (¢) throngh (§) ; puragraphs (j) throngh
(1) become (1) through (p); and by adding new pnrpgraphs (1) and (K) to read
a3 follows:

19032 Speciul Definitions
L] L] * L] - * L]

(4) ~Buosiness Assets™ means property that is used In the operation of 2
trade or business Inelnding real estate, inventories, buildings, machinery and
other equipment. inventories, putents, franchise rights, amd eopyrights.

£ L] - L] - L] L]

(k) “Farm Assets” means any property owned and used in the oporation of a
farn for profit, including veal estate, Hvestoek, livestoek produets, erops, farm
machinery, and ather equipnient inventories, A furm is not considered to he
apernted for profit it erops or livestoek are roised amainly for the use of the
family, but some income is derived trom incidental sales,

2 Section 190,33 is amended by revising subpuragraph (1) of paragraph (c)
to read as follows;

£ 190.33 Fhe expected family contrilmtion for dependent students from parents’
and student’s effective income, '

L] L] " L] A ] L]

((,) LI |

(1} Family Size Offset—~A family size offsot Is the amount specified in the
fillowing table. Iunily size inclndes the student, the student’s parents and the
stiudent’s parents dependents. If the parents are divorced or separated, family
size shall inelude the student and any parent whose income is tuken into
secount for the purpnse of computing the annnal adjusted family income and

that parent’s dependents.
Fuamily Size Offscts

Dollar

Family size: amounts
e m— e mmm—m 3, 700
B e e 4, 500
S UV P 5. 700
B e e e e = 6, 760
B e e e 7. 600
S S L 8. 4550
8 e e mm e 9. 350
S Y U UG PRI S 10,250
10 e e e mm—————— e mm—mmmm—— = 11, 100
11 o e e e — e e m——————— e 11, 950
12 e mmcmm o e 12, 800

3. In §190.35, subparngraph (2) of paragraph (a) is revised to read as
follows:
§ 790.35 Computation of standard expected contribution from parents’ assets
(") LI I
{2) If the net assets defermined in subparagraph (1) of paragraph (a) of
this section inclinde farm assets or business assets as defined in § 190.32 (d) and
(k). deduct an nsset reserve of $25,000 from the net assets. If the net assets de-
termined in subparagraph (1) of paragraph (a) of this section do not include
farm or husiness assets. deduct an asset reserve of $12,500 from the net assets.
4. Section 190.43 is amended by revising the subparagraph (1) of paragraph
(e) toread as follows:
§ 190.48 The crpeeted family contribution for independent students from annual
adjusted family income
L] * L] * * L] *
((_‘) LI B ]
(1) Family Size Offset—A family size offset is the amount specified in the
following table. Family size inelundes the student and his dependents, If the
student. is divorced or separated, family size shall include any person whose in-
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come is taken into accomnt for the purpose of computing the annual -adjusted
family income and his or her dependents.

Family Size Offscts

Dollar
Family size: amounts
n 8,700

An oftset of $1,050 shall be made for the single independent student.

STATEMENT OF JOHN D. PHILLIPS, DEPUTY COMMISSIONER,
ACCOMPANIED BY LEONARD H. 0. SPEARMAN, ACTING ASSOCIATE
COMMISSIONER FOR STUDENT ASSISTANCE, GFFICE OF EDUCA-
TION; PETER K. U. VOIGT, DIRECTOR, DIVISION OF BASIC AND
STATE STUDENT GRANTS, BUREAU OT POSTSECONDARY EDUCA.
TION, OFFICE OF EDUCATION; AND RICHARD A. HASTINGS,
DEPUTY ASSISTANT SECRETARY FOR LEGISLATION (EDUCA-.
TION), DEPARTMENT OF HEALTH, EDUCATION, AND ‘WELFARE

Mr. Pairirs. I wonder if I might, at the outset, introduce my col-
leagues here with me this mornini.
irst, on my far right is Dr. Leonard Spearman, Acting Associate
Commissioner for Student Assistince, and responsible for all of the
student assistance and student services programs except the guaran-
teed loan program; and Mr. Peter Voigt, on my immediate right, who
is the Director of the Division of Basic and State Student Grants;
and Mr. Dick Hastings, who is the Deputy Assistant Secretary for
Education Legislation. '

Mr. Chairman and members of the subcommittee, I am pleased to
be with you today to discuss the basic educational opportunity grant
program and to6 share with you our proposals for changing the family
contribution schedules for the 1976-77 academic year.

Before discussing the family contribution schedules, I would like to
take this opportunity to give you a brief overview of the operation of
the program during the current academic year.

We would like to report that as of September 5 the program has re-
ceived over 1.8 million application forms, Further, applications are
being received by the program at a rate of 35,000 to 40,000 per week
and we are projecting that 2.3 million applications will be received by
the March 15 deadline date. Since approximately 60 percent of these
applicants are eligible and approximately 80 percent of the eligible
applicants are expected to make use of the program, we are estimating
that 1.1 million students will receive basic grant awards during the
current year,

It should be noted that it is difficult to accurately predict the total
level of expenditures for the program at this moment, particularly in
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light of participation of part-time students who are eligible for the
first time during the current year. However, given the information
we have to date we are confident that we will be quite close to expend-
ing all of the approximately $800 miilion available for academic year
1975-76.

In addition to the ongoing program activities for the current year,
we are well underway in our efforts to inake the program operational
for the 1976-77 academic year. . )

As you may recall from our testimony last year, we are making
every effort to improve the timing of the basic grant program for the
next academic year. Our goal is to again have next year’s application
forins printed and distributed to all high schools and eligible institu-
tions of postsecondary education by the end of January 1976.

Mr. MorTr. Excuse me a second. We will have to recess until the
quorum call is over and until I can make the quornm, and we will

continue afterwards.
[Brief recess.] .
Mr. Styox [presiding]. The subcomimnittee hearings will continue.
Dr. Phillips, you may continue, please.

Mr. Pinvrirs. Thank you. .
In order to meet this schedule, we will nieed to have resolution on

the family contribution schedules by November 1, 1975. If we are not
able to reach resolution by that date, our printing schedule will need
to be revised substantially and we will not be able to distribute the
application materials until significantly later than January. We are
hopeful. therefore, that we will be able to work with you in achieving
early agreement on the modifications to be made in the schedules.

Before we discuss the proposed changes that we are recommending,
I would Yike to make some general comments on the family contribu-
tion schedules.

I am aware that the basic girant formula has received criticism
regarding its “strictness™ and that the famnily contribution schedules
are a “rationing” system rather than one which accurately measures a
family’s ability 1o finance postsecoudary education. It should be
pointed out. that a family's ability to pay for postsecondary educa-
tion is extremely diflicult to measure on a systematic basis because it
is closely related to a family’s perception of its ability to pay. In other
words. providing for the education of children is often a question of
willingness to pay, and the question is often decided in the light of
other consnmer choices related to the family's preferences.

It might also be noted that all “need based™ student financial aid
programs are based on the assumption that parents are primarily
respensible for paying for the education of their children and that
other agencies should only assist when the family cannot meet these
expenses. Therefore, the development or revision ¢{ any need analysis
system is really based on a series of value judgments on how much fam-
ilies and individuals should contribute to education after the basic
living allowances have been deducted from the available resources.

We would, at this time. like to share with von the changes we are
proposing in the family contribution schedules. These changes, we
believe, reflect the major concerns which have been raised during the
past year. The concerns have been with the level of the asset reserve,
the family size offsets, and the treatment of farm and business assets.
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We have alveady outlined these changes for vou in onr letter of trans-
mittnl. However, we would like to review these proposals for the
record.

As I am sure you know, the treatment of assets in the basie grant
family contribution schedules has been a subject of considerable debate
since the inception of the program. Recently there has even been some
discussion regnrding the elimination of assots from the schedules alto-
gether or exempting certain kinds of assets from consideration. ITow-
ever, we believe that assets must be considered in the basic wrant sched-
ules becituse assets do contribute to a family's inancial strength and
different asset: positions on the part of faunilies would. of course, have
a significant impuct on the resources available for postsecondary
education,

The treatment of assets, as vou know, has been revised several times
since the program was initiated and for the current year, 197576, the
reserve against net assets is 810,000, We are, however, still concerned
about those families who have the bulk of their assets in home equity.
We agree that some of these familics, especially those with low and
lower middle incomes, may be treated inequitably through the current
system, Therefore, we are proposing that the assct reserve of $10,000 be
increased to $12,500 for the 1976-77 acadeic year.

According to our latest statisties on the current yemr's basie grant
apphcants, the overall average home equity of those fuumilies with
homes and who have incomes of below $13.500 per vear is below the
S12.500 offset. we are proposing. We helieve that by inereasing the
asset reserve to this level we would significantly increase the equity of
the formula and alleviate the major portion of the problems which we
have recently experienced,

The basic grant program has since its inception been subject: to a
considerable amount of eriticism regarding the treatiuent of farni and
business assets. This criticism is based on the idea that these profes-
sions frequently require asvbstantial asset pasition in order to achieve
a relatively low level of income. Therefore, it appears to critics of the
program that the treatnent of these kinds of assets in the family con-
tribution schedules appears inequitable since it eliminates many low-
income students from participating.

Recent data on the basic grant applicants indicates that approxi-
mately 48 percent of all filers are from families having farn nssets
and approximately 5.4 percent having husiness assots. In addition, the
avernge reported farm equity for all farm apphicants is $30.500 and
for business applicants is approximately $7.300. At the same time, the
eligibility rate of dependent students in the total population is ap-
proximately 62.6 pereent while at the eligibility rate of students show-
ing farm assets is 50,5 percent and students reporting business assets
is 52.5 percent. _

Therefore, we are proposing that the asset reserve for families hav-
ing farm and business assets be increased from $10,000 to a total of
3525.000. We believe that with this change low-income students com-
ing from farm and business families will qualify at.a rate which is
comparable to the qualifying rate of low-income applicants from non-
farm and nonbusiness families,

The third modification we would propose is an adjustment to the
fanily size offsets. We would maintain the base which has been used
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and make an adjustment for 1975 inflation as measured by the 1975
Consumer DPrice” Index. We estimate at this time that the inflation
factor will range between 8 and 9 percent.

In smmmary, we believe that these changes will significantly im-
prove the equity of the basic grant. tamily contribution sehedules and
vesult in a more effective basic grant. program for the 1976-77 aca-
demic year. A point that shonld be kept in mind during the discus-
sions on the schednles is the relationship between the family contribu-
tion schedules and program appropriations and how that relationship
affeets the level of student awards.

During the current academic year basic grants is at full funding for
the first three classes of students with awards mnging from $200 to
$1,400 and an average award of approximately $750. Given the rela-
tively low level of funding we are likely to receive under the 1976
appropriations and the fact that a fourth class will be added to the
program next year, awards will need to be reduced to levels substan-
tially below the enrrent year if we maintain the current family con-
tribution schedules. Liberalizations of the family contribution sched-
ules such as those proposed will result in greater reductions in stndent.
awards,

"T'his is not ta say that the changes we are proposing should not be
made since they will make the svstem more equitable, Rather we
would simply like to point out that these changes will result in further
rednetions in the awards and that any additional revisions will increase
this inpact.

We have alo provided vou with some statistical tables on the im-
pact of the current family contribution schedules on the 197475 ap-
plicants and the effeet of the proposed changes. We wonld be pleased
o review these statistical materials with you and answer any quesiions
vou way have about them.

[However. before answering any questions yon may have abont the
family contribution schednles in detail. T would now like to briefly
turn to another matter which has concerned ns for the past 114 years,

As you know. the Keppel task foree has proposed a student comnion
data form which is to collect student information necessary to make
awards for a variety of student aid programs at a nnmber of post-
soosndary institutions, We have reviewed in detail the stndent common
data form which was developed by the Keppel task force. and we
would like to emphasize that we strongly endorse the concept. of a
stindent common data form. We ave. therefore. proposing to imple-
ment a systewn which uses the elements of this form during the coming
academic year.

Tn brief. our primary problem with the proposed form has been that
it would collect a significant mmonnt of information which is presently
not. collected by the basic grant program. and if this form were used,
as proposed. it would complieate the basic grant application form in a

najor way.

We know that vou share our concern about. simplifying the basic

arant applieation form to the greatest extent possible. ind given the

iteins of information needed nnder the statute and regulations to de-
terniine a student’s expeeted family contribution, we believe our form
is pregently as simple as possible.
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Therefore, the adoption of the entire student common data form as
proposed by the Keppel task force in the basic grant program might
actually complicate and make more difticult the completion of a stu-
dent application for many persons instend of shnplifying this process
as we all would like to do.

The second proulem that wns anticipated with the student common
data form was that we would be collecting a significant number of
items of information from students which are not required to deter-
mine the eligibility of students for the basic grant program. In light of
that fact. we believed that we might have serions conflict with the pro-
visions of the Privacy Aet of 1974,

Considering these two problems, bulanced agninst our continuing
commitment to eventually achieve the adoption of a student common
data form, we are exploring the possibility of smending the basic
grant application form for the coming year in order to provide to stu-
dents, and throngh the students. to institutions, all of the information
frem the proposed student common data form which is necessary to
determine the family contribution nnder the need analysis consensus
nodel.

In addition, we are also proposing to implement a system which
would share all of this information collected by the basic grant pro-
gram with those State agencies wishing to receive it, provided that
these State ngencies use these data only to ealeulate a student’s eligi-
bility for awards nnder State student assistance programs.

We believe that. as a result of these two artions, we are taking a
significant stride toward the adoption of a student common data form
and at the same time also providing State agencies, students, and in-
stitutions with all of the information necessary to determine family
contributions and make student awards in all but unnsual cases wnder
other need-based student assistance programs. In the meantime, these
steps would not seem to disrupt the already functioning sysiems for
calenlating student eligibility and wounld permit all concerned parties
a period of time to work out further steps that might be taken,

We have already begun to review this approach in detail with in-
stitutions of postsecondary education. State scholarship agencies and
other ¢oncerned organizations, and such consnltations will continne in
the next few weeks. Qur objective in these discussions will be to reach
a conclusion by the end of October so that any changes in the basic
grant system can be implemented in accordance with our schedule of
operation for the coming aeademic year.

I would be plensed to respond to any questions you may have on
either the proposed family contribution schedules or the steps we are
proposing for implementing the student common data form.

Mr. Snyox. Dr. Phillips, let me explain the situation in which we
find ourselves this morning. Youn were invited to testify, and sonie
other witnesses were invited to appear and have come here from out
of the city to testify. However, a Member of the House has exercised
his legitimate rights under the Rules of the House and has objected to
any committee meetings once the House actually begins meeting under
the 5-minute rule today. We are not at this moment in violation of that
objection, but we will be when the House concludes its brief period of
L-minute speeches and its quorum call, and resumes sitting as a Com-
mittee of the Whole House.
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[ am reluctant to impose on ony witnesses, but we have no real alter-
native, T going to ask that vou responst to & few gnestions, and that
the staff consult with the other witnesses to see if they can present their
testimony in written form, Once the quornm call is over, of conrse, we
will then, under the ries, have to adjourn this meeting. But T know
that everyone shaves vour wish, the ehairman’s wish. and our wish not
to delay these proceedings in any way we can avoid.

Dr. Phillips, if T may, ficst of all, what wonld be yonr reaction to
some kind of tying into the Consmmner Price Index from here on ont
any figmres that we would nltimately agree to?

3 Puseares. My, Stiion, we wonld have no objection to doing that.
As o omatter of faet, that is the procedure we have followed for each of
the last 3 vears. taking a base and then adjusting the family size offset
annually in accordance with the Consumer Price Index changes.

Are vou asking whether yon might want to have this prozednre pre-
seribed in the law?

M. Styrox, You are talking to a freshman member of this com-
mittee and T am not stre whether the fignres you are taiking about are
in the law. They sre not specified ?

My, Pinraars. No. 1 think the law does speeify that there has to be
an offzet for pnrposes of maintenance of the family and necessary ex-
penses. But the wanner of the ealealation is a subject of the annmal
review,

Mr. Surox. Then we wonld proceed to ask what your reaction would
be to specifying that in the law?

Me Pincraes. Well. T guess prodribly 1 wonld have some reserva-
tions about that, becanse we like to believe that the wimual review
process and the anmual consideration of these schednles provides a
very adequate siafegnard against any kind of arbitrary action on the
part of administrative officers in this area. Tt may very well be that at
some thine we might want to nmtnally consider a change or a variation
on this model, and T wonld hate to have those options restricted by a
firm statement in the statate.

Mr. Siox. As T read vonr statement and listened to you testify,
and T may be reading this incorreetly, what you are suggesting is that
more will be cligible nnder, or more students will be eligible under
the new formmla or possibilities vou sngegest, but. that the student
arant. wonld then he diminished; i= that corvect?

Mr. Pniars, Yes, Let me try to summarize those two points to-
gether here.

When we liberalize the asset reserve, ag we are really doing in two
different wavs here—proposing to increase the general asset reserve
and we are also proposing to extend it very significantly for families
with farm or business asset=—that means vou have a smaller pool of
assets that ean be taxed for pnrposes of determining the family con-
tribntion. That means, in turn, that more stndents that might other-
wise e ineligible, by reason of having a family contribution too high
to leave any room to qualify for a hasic grant. now become eligible in
increasing mmbers. We believe it is justified on equity grounds, as I
indicated.

On the other hand, we have a very real problem. This year's appro-
priation level, plns the carryvover funds from last year. has made

72573 0 - 76 3 1
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funds available in the total amount of $800 million. We know under
the appropriations language we are going to be extending the pro-
gram to a fourth year, both full thme and part time, for next year.
Our badget estimate, which we submitted to Congress carlier this
year to fully fund the basic grant program, was $1.050 billion.

Now, the 1976 appropriation is only $715 million. Therefore. if
nothing is done to change that and the appropriation level of $715
million remains constant, then we are going to have to have a reduc-
tion of awards from the full funding level achieved this year for the
first three classes, full time and part time, and the liberalization and
expansion of the numbers of eligible students will further depress the
level of awards.

Mr. Snyrox. What we ire ending up doing is doing just the apposite
for students—as the costs rise. the student assistance dimini: hies.

M. Painirs. Yes, sir, that is trae aud that is an unfortuns.te conse-
quence. But, on the other hand, we ikink there are compelling grounds
of equity for making these changez, 3¥'e tried to elaborate in the testi-
mony, for example, on the whole business of the home equity problem,
ard when your median home equity of ihe currently ehgible popula-
tion is above the asset exelusion level, there are certainly grounds for
saying, “Some people are really being treated rather unfairly here.”
So it is a tradeoff which does seem perhaps a little strange, but we
feel there are compelling arguments in the interest of equitable
treatment.

Mr. Syrox. Suppose you went. to your $12,500 figure and suppose
you adopt. the $23.000 farm and business fizure you are talking about,
and suppose you have student levels at the present time. not giving
them any increment for inflation factors—what kind of dollar in-
crease are you talking about?

Mr. Puintirs. T wonder if T could ask Peter Voigt to respond to
that question.

Mr. Voigr. I think overall, Mr. Simon, the changes that we are
preposing will essentially inerease the program costs by approxi-
mately 3 to 10 percent and, therefore, if no additional funds are avail-
able. awards will be reduced by roughly that saine percentage.

Mr. Siyox. T am sorry, I am listening to two conversations at the
same time and neither one adequately, T regret.

Very specificallv, what are we talking about dollarwise?

Mr. Pramues. OK, the added cost to the program, with these
changes, is ronghly 8 to 190 percent. 'Therefore, the awards would be
reduced for each student by roughly the same percentage.

Mr. Sivox. But if we funded that student assistance where, you
know, we would like to fund it, at the present level ?

Mr. Prruies. Then the cost of full funding with the changes that
are proposed would still be about $1.050 billion.

Mr. Sixrox, That is not the increment?

Mr. Psrreravs, That would include the increment, so you can take
10 pereent. orr $100 million, off of that to roughly fully fund.

Mr. Sixox. Well, the $1 billion, what you say is the difference be-
tween $715 million or $820 million, or are you talking about another
$200 nillion or $300 million more %

Mr. Voigr. We are talking about 3 years here.

Mr. Parvries. If T may, we are also talking about the addition of a
fourth class. We a.e talking about the addition of part-time students
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across the board. We are talking about as yet nncertain participation
rates, because we really don’t have the kind of program history and
experience that allows us to project very accurately and precisely
what the participation rate among the eligible population is likely
to be. So we have maintained the cirrent working iigure of $1.050 bil-
lon, feeling that as we get more data on participation rates we may
need to revise that figure. But we think, given our latest evidence,
that we can acconunodate these changes within a funding price tag
of about $1.050 billion.
[The material referred to follows:]

INCREMENTAL COSTS FOR P’Roroseb CiaNGES IN Basic EDUCATIONAL QPPORTUNITY
GRANT FaMILY CoNTRIBUTION SCHEDULES FOR TUE 1976-77 AcApEMIC YEAR

Costs assuming no changes from 1975-76
10 percent CPI increase. - ------
$12.500 nsset reserve
$25,000 asset reserve for farmers and businessmen. oo

Total oSt (19TU=TT) mmmemcocmomcommmmmmmm = mmmm e mm 1, 050

These costs estimates are based on full-funding for four classes, full and part-
time, and a G0 percent participation rate.

Mr. Sireox. 1 will yield at this point to the chairman of the sub-
comumittee who has some new glasses so he looks a little more
senatorial,

Mr. O'Hara. You can see what happens when T go away for a couple
of days.

T was wondering, has there been any discussion of the (uestion of
applying the farm and business asset treatmeunt to a homestead ?

Mr. Snox. Noj; there has not been any statement.

Mr. O'Hara. T would like to inquire as co whether or not any con-
sideration was given to that sort of act of exemption, the homestead
as an exemption, rather than simply farm and business?

Mr. Puiies. 1 wonder, Mr. Chairman, before we endeavor to
reply. whether you might offer a definition of “Lhomestead” as opposed
to a farm that would fall under the normal definition.

Mr. O'Hara. A principal residence exemption for assets that are
involved in the value of a principal residence in which the family
actually resicdes,

Mr. Pruvsirs. Well, we are proposing essentially an increase in the
reserve agaifist home equity when we make the proposal for a general
increase froia $10,000 to $12.500.

Mr. O'Hagra. You apply that against everything, thongh?

Mr. Puiriies. Well, it is designed primarily, as I indicated in the
testimony, to protect the home equity position. Well over 300,000
current applicants would be affected by this change and it would
protect the entire home equity of almost 60 percent of the current
basic grant applicants.

Perhaps T can ask Mr. Voigt to point out the exact table among
those that we gave you and speak to that issue.

Mr. Voiar. Do vou have the set of tables?

Mr, O'Hara. Which table?

Mr. Voigr. 5(a).

You will note, Mr. Chairman, when you look at the home equity
cohiznn. the second from the last column on this table, for those fami-
lies with an income of $9,000 to $12,000 the average home equity is
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actually below the increased offset against asset we are proposing,
so on the average the home equity of the vast majority of families,
purticnlarly those in the programs target gronp, will be exempted.
Therefore, these families will not have a coutribution from assets con-
sidered in their determination of eligibility.

Mr. O'Hanra, Well, within onr current economie situation, with un-
employment running at 8.4 percent. nationally—and unemployment is
much higher, in my own State—there are quite a few people who are
unemployed who are of an age where they have college age children—
so that would pui them generally, T guess, in their forties and fiftics,
sethaps—swho have built up a considerable equity and they have been
uying their homes, or have been making payments on a home for
10 or 15 or 20 years.

For instance, one of the gentlemen, one family about whom 1 had
correspondence with, Mr. Voigt, consists of an unemployed snper-
intendent of schools, He has a home equity of some $27,000 or $28,000,
ho income exeept, I guess, unemployment compensation ; and his wife,
I think, has a job which does not pay particularly well. T think there
must be a lot of cases of that sort. 1lis danghter applied for BEOG
and was unable to obtain 2 BEOG because of the home equity.,

Mr. Prornies. Mr. Chairman, perhaps we conld take that ease and
hold it up for inspection, Let®s vay there is a net home equity position
of $27,500 nnder the proposed schedule that we are suggesting to you
here today. We would exclude £12.500 of that, which would leave a
net taxable asset position of $15,000,

Now. the tax rate on assets is H pereent. That would mean. then,
that the total contribution derived on that basis would e $750, If it
15 in eflect a zero income family. there would still be an opportunity
to receive a basie grant of up to K630,

So T am a little mystified as to whether, if the person of whom you
speak has no income,

Mr. O Tars. The spouse has an income bnt not a great deal.

My, Prnnnes, TF the income were ia the mange of $5000 or $5.000 or
56,000, then that would be exelded under the family size oflset, so
thers would be no taxation of income and the student should still have
an eligibility of np to $650 for a basic grant,

My, O'Hara. Under these cirenmstances, wonld they be jndged on
the previous year's income?

My, Vorer. No. If a wage earner has been unemployed for 10 weeks
in the current, year, he ean submit an application based on an estimate
of the enrrent vear's income.

Mr., O'Hara. Do you have any estimates on how much it. wonld cost
to extend the assets treatment you have for business and farm assets
to home equity in a principal residence and anything we conld com-
pare; for instance, the cost of doing that to the cost of raising the
general asset exemption in $10.000 to $12.500?

Mr. Voigr. We have not done an estimate of that kind, bnt we ean
certainly provide it for the record.

M. Siyrow. If the gentleman will vield at this point.

Mr. O'Hara. Yes.

Mr, Siayrox. Do yon have any idea of the cost of the movement—
$25,000 on farm and business?

Mr., Prmurs. That only affeets, what, 6 or 8 percent total?

Mr. Vorer. Ten percent.
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Mr. Puinars. OF the total applicants. So it is not nearly as signifi-
cant 1 cost factor as it wonld be to make further adjustment in the
overall asset exclusion,

Mr. Starox. When you go from $10,000 to $25,000. that is a pretty
significant jump. I am from a rural area, and while T have somne sym-
pathy for this posture, I can see where giving one person a $25,000
exemption and someone clse $10,000, might canse some real problems.

Mr. Voier., I think, and we will have te verify it, the cost of increas-
ing the farin and small business asset. reserve to $25,000 is about a 1-
percent addition to the total prograimn cost.

We will do an analysis to determine the cost, but inereasing the asset
reserve for the total Tange of assets to $25,000, will be considerably
higher since approximately 50 percent of our applicants report home
equity, and the cost for that alone would be considerably larger.

Mr. Sistox. Mr, Quie,

My, Quir. What is the diffevence in the ability to borrow on their
equity 2 T assine that is one of the reasons why yon do have this regu-
lation that yon do not exempt all of their equity.

Tt seems to me that if a person has a home at. a value of $25,000, it
would be an casier thing to get a second mortgage on that home than
if o person has equity of $25,000 on a Tarm and 1s getting a mortgage
or- the farm. The farimer is dependent on the farm for his income and
» oy not have too good an income.

The same way with the smal bnsiness of $25,000. Have you looked
into that at all? )

Mr. Prinaars. You mean differential capacities to borrow based on
types of assets?

Mr. Quir, Yes.

Mr. Pinrres. 1 can’t honestly say we have looked into it with any
degree of intensity. but T think our suppositions wounld be pretty mnch
along the lines yon snggest. Quite apart from the question of taking
a xecond mortgage or anvthing of thrat sort, a strong equity position in
a home certainly inereases credit standing and is a fairly signifieant.
factor for borrowing in various ways, even on personal credit.

Mr. Quir. In both instances, we ave talking about a low-income in-
dividaal. and let’s look at. it on an equal basis.

Mr. Soyrox, Mr. O'Hara,

Mr. O'Tlaga. T would like to have a really @ood grasp on the cost of
various alternatives in connection with the assets reserves, vou know.
Tn other words. it seems to me that. yos, that is right, giving a $25,000
reserve for home equity would cost.a very considerable amount. I don’t
know what it. cost to provide a $12.500 asset reserve generally.

Tt secms to mie there are lots of tradeoffs here. You conld. for in-
stance. if vou wanied to give special treatment to farm, vusiness, and
home equity, you might a¢ the same time want to drop your general-
ized asset reserves. So, do von gret what. T mean?

In other words. T think there are different ways you could manipn-
Jate it and come out with differing costs or the same costs, and T wonld
like to be able to have vou develop some materials, if you could. that
we might use to review that whole gquestion of the different kinds of
changes vou ¢an make at approximately the same costs or at some-
what more or somewhat less. T wonder if you conld do that?

Mr. Pinreies. We wonld be happy to do it.
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I wonder, would it be permissible for us, perhaps, to consult with
your staff as to the specific kiuds of options you would like for us to
explore in detail ?

My, O’Hara. Yes.

[The material referred to follows:]

SUMMARY OF BasIO GRANT COSTS ISTIMATES

It should be noted in reviewing the attached table, that the nsset reserve is
only applied to the equity of parental assets. If any offsets were to be established
and applied against student assets, snch a move would, of course, result in
additional program cost increases.

In addition, the estimates assnme that ouly 60 percent of potentially eligible
stwdents will actually enroll and receive Basie Grant assistance. Obviously, as
the program matures, this “participation rate” is expected to incrense with
corresponding increases in costs.

For comparative purposes, the estimated program costs for the 197677 pro.
gram year which assnmes an asset reserve of $12,600 for all appHcants and
$25,000 for businessmen aud farmers, is estimated to be $1.050 billion. Thiy
means that the inerease in program costs assuming the adoption of the highest
asset reserve in the attached table (i.e., $50,000-8§10,000) will be $140 million.
More importantly however, is the cost incrense of $100 million of the $207,000~
$2,000 asset reserve level. This sharp increase is due to the fuet that nbout
80% of all applicants reporting assets report an asset equity of $235,000 or less.

FULL FUNDING, BASIC GRANT COSTESTIMATES FOR ALTERNATIVE COMBINATIONS OF SEPARATE ASSET RESERVES
AGAINST HOME-BUSINESS-FARM ASSETS AND OTHER ASSETS (ASSUMING VARIOUS ASSET RESERVES FOR
PARENTAL ASSET EQUITY )

Asset reserve against parents other assets

Asset reserve against parental home,

business, farm equity $2,000 $4,000 $6,000 $8,000 $10,000
$25,000 { 2 3),150 31,150 $1, 160 . $1,170 31,170
R et t 31,330,000 1, 340, 000 1, 345, 000 1, 350, 000 1, 355, 000
$30.000 { , 165 $1,170 $1,170 $1,175 $1,180
e et 1, 350, 000 1, 350, 000 1, 360, 000 1, 360, 000 1, 360, 000
$35,000 { $1,170 $1,175 $1, 180 $1,180 $1,180
et bbb bbb 1, 360, 000 . 360, 000 1, 365, 000 1,370, 000 1,370, 000
$40,000 $1, 180 $1,180 $1, 185 51, 185 $1,185
Lt i 1,370.000 1,370, 000 1,370,000 1,370,000 1,375,000

$45,000 1,185 1, 185 $1,190 $1, 19 !
P res e e roe meie e e Y, 370, 000 1, 375, 0600 1, 375, 000 1, 375, 000 1,380, 00C
$50,000 { . 1,190 . 51,190 $1, 190
s s s s em e s ms e e meenn )], 375, 000 1,375,000 1, 380, 000 1, 380, 000 1, 380, 000

! Assumes no changa from 1975-76 family contribution schedule except 10 percent CP} increase. Costs based on full-
funding for 4 classes, full and&?n-hme. aud 60 percent participation rate. Cost estimates in millions of dollars.

* Full funding cost (in $000,000).

3 Number of students servad.

FULL FUNDING BASIC GRANT COST ESTIMATES ! ASSUMING VARIOUS ASSET RESERVES AGAINST ALL NET ASSETS

Program
Asset reserve cost ? Eligibles
$12,500. . $1, 040 1, 230, 000
$15,000 $1, 080 1, 255,000
$1,110 1, 285, 000

$17.500 ],
$20,000 $1,120 1,300,000
$1, 140 1, 330, 000

! Assumes no change from 1975-76 Family contribution schadules except 10 p t CPIi and respective asset -
reserve. Based on full-funding for four classes, full and part-time, and 60 &,ercent participation rate,
2 Costs are in millions of dollars. Excludes additional cost of 810,000,0 for proposed $25,000 asset reserve for farm and
business assets,
Mr. Prruips. Since there are almost as many options as there are
people in any discussion of this, I would like to get your requirements

restricted down so that we could get back to you fairly swiftly.
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As T indicated. we have a very serions timing problem here. We
would like to try to come to a conclusion on this matter by the 1st
of November in order to meet our work schedule. So if that would
e a pernmissible procedure. for ns to consult with the staff and get
some specific instructions as to which kinds of things you wonld like
for us to explore, we will be happy to comply with the request.

M. O'Hara. T hope you would, and it will help us in making some
decisions that we have to make.

T would like to inquire of my associates, Mr. Simon and Mr. Quie,
whether or not a $25.000 farm asset exemption set-aside makes any
sense in the light of today's land values? I suppose this is not only
land. but. machinery and equipment and cattle, whatever. I am not
sure it makes any appreciable dent in the situation of a typical farm
family, if the family is of such an age that they have college-age
children and they are therefore in their fifties.

Mr, Phunaars, T think, Mr. Chairman, we wight look at table 7(a)
to inform ns on the issue you are raising.

Mr, Siiox. Before we get to 7(a), my reaction is that in my area,
it would make a difference. and I think in much of the South gen-
erally, across southern 1llinois and the South, it would also make a
difference.

Mr. Quir. My reaction is, while in my area by the time a person has
a student in college. his net equity undoubtedly will be above $25,000,
or it is certainly a lot better than $10,000—so yon do move up to where
vou penalize as much for equity if it is above that.

T was looking at the 7(a) table and it kind of indicates as well you
have to get up to above $6.000 before the average was above $25.000,
Even at $4£500. $6,000, it is at $25.000. meaning half of them are above
$25.000,

My, O'Hars. These “means™ that you have here are based on BEOG
applicants.

Mr. Voier. Yes; these data are based on information reported on
1.300,000 1975-76 basic grant applicants,

M. O'Haga. It is not farm families generally?

My, Voier. No.

Mr. O'Hara. The sume for the homeowners?

M. Vorar. Yes,

M. O'Hara. It is what they show as percentages of BEOG
applicants.

My, Pnnatrs, They ave dependent applicants.

Mr. O'Hara. All right. dependent applicants, but it may be, of
course, that the fignres are—well, in other words, soine of these kids,
especially the ones who are taking advanced mathematics, might be
able to figure out before they make out the application and send it off
that their chances are not so good. So you may be light on the heavier
end of these in terms of students who feel they need help because there
is probably a self-selecting process in there.

Mr., Voier. That is entirely possible. However, wherever possible,
we try to check figures on income and assets reported by our popula-
tion against similar fignres covering the general population. By and
large, the data that we collected for the applicants is very close to
similar figures for the general student population within the same
kind of income ranges.
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Mr. Seearyax. Mr. Chairman, you might also want to recall the
article reporting that the performance in English and math by high
school applicants is in general decline. ‘ )

Mr. O’Hara, The number who are tiguring that out. for themselves
is diminishing, then,

Mr. Seearyax. Yes.

Mr. Quie. Will you yield?

Mr. O'Hara. Yes.

Mr. Quie, Another way to fook at the $15,000 vaise for those with a
business g farm—if yon did not do that you take a -percent penalty
against it, which is $750, so that means everybody who has a child
actually gets $500, or are rather $750 better off. So even thongh you
don’t come np to full equity at that time, at the tower incomes, it is a
tremendous benefit and help.

The ditference is that the farmer is carning his money and the busi-
nessman is earning his money from that equity. but the homeowner is
not carning his money from cquity in his home but rather is carning
money from a job clsewhere and therefore it is not penalizing in any
way for the equity that goes into that job.

I saw by the estimate that it takes an investment of abont $25,000
to develop one job in this country, That means ssmebody else has the
equity and, therefore, the wage earner is not penalized for this equity
where the person who owns the farm or business is penalized.

But I think there is a reason for trading, I like what yon snggest
for the homeowner., Is it better to move the equity np rather than
moving that general fignre up?

My, O'Hara. That is an mteresting question, whether that might
not make some sense. T am concerned about the proposed wording of
the whole thing. It T can eall your attention to the proposed
regulations:

TIf the net assets determined in paragraph A (1) of this section include farm
assets or business assets, deduct an assct reserve of $25.000 from the net assets.

All right, T have a situation. Let’s say my wife has a small business,
a landseaping kind of thing, and she has maybe $1.000 worth of
assets. That is because it is mostly operated out of her head and yon
don’t count that, so, in any event, if she has $1.000 worth of business
assets, then yon deduct an asset reserve of $25,000 from the net assets,
right ?

Mr. Vorer. That is corvect in that case. We debated that whole
question at length, The result really revolves around simplicity of the
form and how asset information, particularly for farmers, is reported.
Frequently a farmer looks at. his farm, including hon: equity, and juost
reports it as one item. althongh there is clearly a home on the farm.
We try to develop a form which is easy to understand. We wonld be
reluctant to add any item which wonld complicate it and have stu-
dents try to determine how to report acenrate information for separate
categolies.

At the moment I don’t have a frequency count on how often stndents
combine assets snch as home and farm, bnt. my impression is that it
happens in a large percentage of cases.

Mr. Puriuies. I take it, Mr. Chairman, your eoncern is that the pro-
posal for farm and business assets could, in effect, be nsed for those
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categories of applicants to get a tremendous windfall exclusion on
home equity.

Mr. O'Hara. That is right.

Mr. Pruicups., If the actual value of farm assets were less than
$12,500.

Mr. O'Hara. Or stocks and bonds.

Mr. Piuies. Yes. So what you are really proposing is that we ex-
plore the possibility of having, in effect, three categories of assets
which wou‘d have a higher exclusion level—home as well as farm and
business—and then perhaps treat the others separately?

Mr. O’'Hara. Not excluded, though, beyond the value of the par-
ticular kind of «ssets. That is what my concern is there.

Mr. PmiLips, Yes. :

Mr. O'Hara. If T had $50,000 in nonbusiness assets and $2,000 in
business assets, my asset reserve would not be $12,500°2

Mr. Pauues. It would be $25,000.

Mr. O’'Hara. Yes; it would be $25,000.

Mr. Vorer. That is true.

Mr. O’'Hara. Even though my $2,000 of business assets would let
me write off an additional $10,500 of non-business assets.

Mzr. Voigr. You are quite correct. I think when you look at it in
terms of the form itself and how one collects that kind of data (many
small businessmen really operate out of their homes) it is difficult to
try to separate the portion of assets attributable to the business from
the portion of assets considered as home equity.

Mr. Prirures. I think we understand your point and I think we cer-
tainlfr will look into it and at least be very conscious of the wording
problem you have identified.

As I say, we will be happy to explore some alternatives in consulta-
tion with your staft.

Mr. O’Hara. That will be one of the things you will consult the
staft about?

Mr. PuiLries. Yes.

Mr. O’Hara. No further questions.

[The material referred to follows:]

SUMMARY STATISTICS-BASIC GRANT PROGRAM

1974-75 1975-76 1
Number of applications processed..__. mdeieea e s mmmmemmaeeaemaaneman S san 1, 304, 877 1, 675, 439
Number of applications returned (in; R 190,793 117, 980
Number of valid applications. .. ..........ccoon . 1,114,084 1, 557, 459
Number of applicants qualified.. .. .. . 1, 648 1,011, 078
Number of applicants not qualified..__. - 432, %36 546&8!1’

Percentage of valid aﬂ:llcan_ts QUANIYINE e e et e mm——aaa
Data summary of vall ap&llcants:
1, Dependent students:
Number of applications from dependent students_...._._.
Percentage of valid agphcauons from dependent students
Number of dependent applicants who qualify . ..
tage of dependent applicants who qualify.
2, Independent students: .
umber of valid applications fro;n independent students.... ... ......_... 217.l glg 306, 915
om p

Percentage of vatid students.. 3 19.
148, 943 225,933
68.4 n.6

896, 366 1, 250, 544
80. 5 80. 3

532,705 785, 145
59,5

p rom |
Number of Independent applicants who qualify. ____..___..._._..
Percentage of indepandent applicants who qualify.... .. .. ....ecaaii ool
3. Applicants with farm assets: . -
Number of dependant applicants with farm assets. ... ....cc..ceeeiiieaeis 53, 368 73,158
Percentage of dependent a?pllcants with farm assets.........
Kumber of dependent applicants with farm assets who qualify.
Percentage of dependent applicants with farm assets who qualify.

23,261 36,972
i 50.5

-~
72-673 O - 78~ 4 20,
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SUMMARY STATISTICS-BASIC GRANT PROGRAM—Continued

1974-75 1975-761

4. Applicants with business assets:
Number of dependent agpltun!s with business assets._................... 56, 107 81, 568
Percentaga of dependent applicants with business assets__..__.. 6.3 6.5

Number of dependent agpllun!s with business assets who qualify_. 27,286 42,627
f dep with b assets who qualify. ... 48.6 59.6
5. Soclal security educetional beneﬁts recipients:
Number of applicants receiving socral security aducatlonal benefits. ... -.... 115,791 ... ..o.......
Percantage of eprhunts recelving social security ecucational benefits. ... . 101 ...
Nmen'ry of applicants receiving social security educational benefits who 5
............................................................ V518 il
Percerll‘t'age of applicants receiving social security educational benefits who 9.7
6. Veterans educauonel benefit recipients:
Number of applicants receiving vaterans educational benefits. __.._........ 59, 736 74,298
Percentage of eppllcan!s receiving veterans educetlonal benefits. . .. 4.8
Number of eprllcan S 1 { benafits who qualify. 23, 258 44,127
Percentage of applicants receiving veterans educational benelits who
QUALITY - et et e e e —ae 38.9 59.5

1 Applications processed as of Sept. 3, 1975.
TABLE 11.—(1975-76)! DEPENDENT APPLICANTS BY ELIGIRILITY STATUS AND INCOME RANGE

Income range
Oto 33‘4 tg $4,500to $6,000 to $9,000t0  $12,000
l

Total applicants $2,999 35 99  $8,9%9 Sll, 999 plus Total
quahfyinf(parcent) 9.3 98.4 %.1 9.5 768 2.5 6.0
.7 16 39 9.5 23.2 775 39.0
Total percentaz .............. 100.0  100.0  100.0 100.0  100.0 _ 100.0 100.0
Total number of applicants. ...... 78,821 63, 360 66, 386 138,109 135,196 361 433 843, 305
Percent of total number ol eppllcants 9.4 7.9 16.4 16.0 100.
Number of qualified a Jm licants...__.... 78,284 62, 345 63,763 124,990 103,782 81, 227 514, 391
Percantage of qualified applicants within
e8sh income range. ..o ...ceeeeaannns 15.2 121 12.4 24.3 20.2 15.8 100.0

T Based on applications processed as of July 4, 1975.

TABLE I11.—ELIGIBILITY INDEX LEVEL BY FAMILY INCOME FOR QUALIFIED DEF:NDENT APPLICANTS, TOTAL
NUMBER OF PERSONS AND PERCENT IN EACH INCOME RANGE (1975-76)

Total
{ncome range qualified
applicants
L $3,000t0  $4,500 to 56,000 to $9,000 to by eligibility,
Eligibility index 30 to $2,999 $4,499 $5,999 $8,999 ‘11,999 $12,000 plus index
0to200................ 76, 054 58 836 53, 649 64, 762 15,518 1,799 270,618
Percent.. . 97.2 4.4 84,1 51.8 14.9 2.2 52.6
201 to 1,266 1, 683 5, 171 23,102 16, 646 4,808 52, 676
Percent... . 1.6 8.1 , 16.0 5.9 10.3
401 to 600. 463 788 2, 110 16,937 21, 356 10,773 52,427
Percent. .- .6 1.3 3.3 13.5 206 13.3 10.2
601 to 270 487 1, 312 10,138 21,126 17,282 50, 615
Percent._..._. .3 .8 81 50.4 2.3 .
1to ], 156 333 871 6,077 17, 7i0 22,607 47,754
Percent.._ .2 .5 1.4 4.9 27.8 9.3
1,001to 1 75 218 650 3,974 11, 426 23,958 40, 301
Percent... A .3 1.0 3.2 1.0 295 1.8
Total. . . 78,284 62, 345 63, 763 124, 990 103, 782 81, 227 514, 391
Percent...o.oo.o . ... 100.0 100.0 100.0 100.0 100.0 100.0 100. 8
Percent of applicants
in each income range.. 15.2 12.1 12.4 24.3 20.2 15.8 100.0
TABLE IV-A.—ASSET RANGE BY TYPE OF ASSET FOR ALL DEPENDENT APPLICANTS (1975-76 %)
, Total asset equity
Farm equity for  Business equity for Home equity for for all dependen
farmowners business owners homeowners applicants ?
Assat range Number Percent Number Percent Number Percent Number Percent
04 $749_ ...l 15,313 30.3 35,178 67.5 193,487 35.5 384,225 45.6
$7,500 to $12,500_ - 5, 051 10.0 4,929 9.5 112 488 20.6 115,469 13.7
312,500 to $25,000.. 10, 163 20.1 6, 836 13.2 180 215 33.0 201,010 23.8
425,000 to $35,000. .. 5, 49 10.4 2,032 3.9 42 998 1.9 , 526 8.1
$35,000 plus. ... oo .noee 14, 804 29.2 3,047 5.9 16, 187 3.0 74,075 8.8
Totalooooemmennoeeaen 50,580  100.0 52,082  100.0 545375  100.0 843,305 100.0
1 Application processed as of July 4, 1975.

on r
2 includes 151,326 applicants reporting no assets.

20

O

ERIC

Aruitoxt provided by Eic:



23

TABLE IV-B.—ASSET RANGE BY TYPE OF ASSET FOR ALL QUALIFIED DEPENDENT APPLICANTS (1975-761)

. Total lxsat‘e‘cl‘uily
. Busmess_a%u.ity for all eligitle
Farm equity for for eligible Home equity for dependent
eligible farmovners business owners igible r pplicant

Number Percent Nuinber Percent Number Percent Number Percent

Asselrange
11,2711 46.2 21,279 6 151,252 s2.1 328,347 63.8
3,139 12.9 2,190 8.3 65379 2.5 74,965 14.6
5,288 2.7 2,256 8.5 66,7 2.8 89,159 12.3
1,966 8.1 404 15 5,103 2.1 14,004 .
2,721 1.1 278 1.1 1,20 0.5 1,916 .
Total..ooooomcoeeen 24,385 100.6 26,407 100.0 290,241 100.0 514,391 100.0

1 Applicants processed as of July 4, 1975,

ADDENDUM~—TABLE IV
FARAM OWNERS

A comparison ot dependent applicants reporting farm assets indicates that
approximately 45% have net ussets of less than $25,000, whereas, 60.4% have

farm equity of $25,000 or less.
BUSINESS OWNERS

A comparison of dependent applicants reporting business assets indicates that
approximately 579 have net assets of less than $25,000, whereas, 90.2% have
business equity of $25,000, or less.

HOME OWNERS

A comparison of dependent applicants reporting home equity indicates that ap-
proximately 46% have net assets of $12,500 or less whereas 56.19% have home

equity of $12,500 or less.
TABLE V-A—MEAN HOME EQUITY FOR ALL DEPENDENT APPLICANTS BY TOTAL INCOME (1975-761)

Homeowners All applicants Home equity for Total
h ners— _ asset equi

Income range Number Percent Number Percent Mean (homeowners,
33,836 6.2 78,821 9.3 $5, 345 $8, 500

28,738 5.3 63,360 1.5 7,082 9, 288

32,306 5.9 66, 386 1.9 8,058 10,539

76, 356 14.0 138,109 16.4 9,414 12,191

88, 025 16.1 135,196 16.0 10, 674 14,018

286.114 52.5 361,433 42.9 14,809 19,229

545, 315 100.0 834, 305 100.0 12,054 15, 699

s Applications processed as of July 4, 1975.
TABLE V-B.—MEAN HOME EQUITY FOR ALL QUALIFIED DEPENDENT APPLICANTS BY TOTAL INCOME (1975-761)

Home equily

for eligible Total net
Eligible homeowners All eligible ap plicants home- ass?gs,mr
s eligible
Income range Number Percent Number Percent Mean homeowners
33,625 1.6 18,284 15.2 $5,665 $7,702
28,286 . 62,345 12.1 6,348 8,317
31,065 10.7 63,763 12.4 6,932 8,923
69,148 23.8 124,990 4. 7,528 9,339
66,902 23.1 103,782 0. 2 7,315 9,384
61,215 . 81,227 15.8 822 9,666
290,241 100.0 514,391 100. 0 7,146 9,085

1 Applications processed as o July 4, 1975,
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TABLE VI-A.—~MEAN BUSINESS EQUITY FOR ALL DEPENDENT APPLICANTS BY TOTAL INCOME (1975-76 %)

Business

i equity for Total net
Business owners All applicants business assets
owners— (business
Income range Number Percent Number Percent Mean owners)
3,305 6.4 78,821 9.3 $4,833 $22,818

3,092 59 , 360 15 5,5 21,21
4,027 1.7 66, 1.9 5,655 21,881
, 966 19.1 138,109 16.4 5,714 23,657
9, 580 18.4 135,196 16.0 6, 25,913
22,112 42.5 361,433 42.9 9,313 37,333
52,082 100.0 843, 305 100.0 1,323 29,543

1 Applications processed as of July 4, 1975.
TABLE VI-B.—MEAN BUSINESS EQUITY FOR ALL QUALIFIED DEPENDENT APPLICANTS BY TOTAL INCOME (1575-761)

Buginess
eﬂg for Total net
Business owners All applicants ness assets for
owners— businesss
Income range Number Percent Number Percent Mean owners
3,236 12.2 78,284 15.2 $3,631 $20,125
, 934 1.1 62,345 12.1 4,246 17,643
3,593 13.6 63,763 12.4 3,784 16,707
1,621 28.9 124,990 2.3 2,183 14,926
5,571 211 103,782 20.2 L1 12,666
3,452 13.1 81,227 15.8 —635 11,324
26,407 100.0 514,391 100.0 2.218 15,160

1 Applications processed as of July 4, 1975.
TABLE VIi-A.—MEAN FARM EQUITY FOR ALL DEPENDENT APPLICANTS, BY TOTAL INCOME (1975-761)

| Farm equity
Farmowners All applicants for farm- Total net
o cwners—  ascets (farm-
Income range Number Percent Number Percent Mean owners)
5,918 1.7 78,621 9.3 $23,5715 $31,327
4,032 8.0 63, 360 1.5 23,478 31,538
4,419 8.7 66, 386 19 24,519 33,850
9,111 18.1 138,109 16,4 26,017 35,881
, 350 1.7 135,196 16.0 7,848 38,829
18,587 36.8 351,433 4.9 39, 058 56,348
50, 580 100.0 843,305 100.0 30,497 42,838

t Applications processed as of July 4, 1975.
TABLE VII~B.—~MEAN FARM EQUITY FOR ALt QUALIFIED BEPENDENT APPLICANTS BY TDTAL INCDME (1975-76 1)

. ) Farm equity Total net
Eligible farmowrers All eligible applicants for eligible assets for
farmowners— eligible

Income range Number Percent Number Percent Mean farmowners
5,676 23.3 78,284 15.2 $19,348° $25, 874
3,633 14.9 62, U5 121 16,531 , 338
3,483 14.3 63,763 12.4 14, 21,620
5,792 23.7 124,950 24.3 12,221 18,704
3,768 15.5 103,782 20.2 8,332 14,494
2,015 8.3 81,227 15.8 6, 40 13,067
24,1385 100.0 514,391 100.0 13,761 20,360

1 Applications processed as of July 4, 1975.
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TABLE VII1-A.—TOTAL ASSET LEVEL FOR ALL DEPENDENT APPLICANTS BY TOTAL INCOME (1975-76 1)

Asset lavel Total net

All asset owners All applicants all asset  assets for all
owners— dspendent

Income range Number Percent Number Percent Mean applicants
43,946 6.3 78, 821 9.3 $12,157 $6,718
38, 129 5.5 63, 360 1.5 1,888 7,154
3 6.5 386 1.9 y 8,674
107, 126 15.5 138, 109 16.4 14,012 , 869
117,057 16.9 135,196 16.0 15, 605 13,511
340,931 49.3 361,433 429 21,584 2n, 360
691, 979 100. 0 843, 305 100.0 17,706 14,526

1 Applications processed as of July 4, 1975.

TABLE VIII-B.—TOTAL ASSET LEVEL FOR ALL QUALIFIED DEPENDENT APPLICANTS BY TOTAL INCOME (1975-761)

Asset level for

All eligible asset owners All eligible applicants all eligible  Total net asset

asset owners— for all eligible

Income range Number Percent Number Percent Mean applicants
43,433 11.6 78,284 15.2 $10, 652 $5,910

37,135 9.9 62, 345 12,1 , 956 5,930

42,184 11.3 63,763 12.4 9, 855 6,520

94, 086 25.1 124, 990 24.3 9,427 7,096

, 182 23.0 103.782 20.2 9,018 7,482

71,655 19.1 8], 227 15.8 9,380 8,274

374,625 100.0 514, 391 100.0 9,568 6,968

1 Applications processed as of July 4, 1975.

ILLUSTRATION OF PROPOSED CHANGE IN THE FAMILY SIZE OFFSETS, ESTIMATED 10-PERCENT CPI INCREASE
{Family of &—1 parent working, family income—$10,000, income tax paid—$800, 1 child in college]

1976-76 Proposed

offsets offsets

FaMIY INCOMB. e e e creaam e actce e emccccmucecc e teeam e mmmaeea————— $10, 000 $10,000
L1033 INCOMO 1AX PAIaun oo e eeecaacececmcecencececccscamesccscsannnan 800 800
Effective income _....... e mea e —eeseesessoamaetm—————ama——— 9,200 9,200
Less family size offset_ . 5,200 5,700
Discretionary income... __ 4,000 3,500
Times expectation rate... .20 .20
800 700

ILLUSTRATIGN OF PROPOSED CHANGE IN THE TREATMENT OF ASSETS ($12,500 ASSET RESERVE)
[Family of 4—1 parent working, family income—$10,000, im|:|ornel tax paid—$300, net assets of family—$15,335, 1 child in
college

Present

method Proposed

Family income...... . $10, 000 $10, 000
Less income tax paid - 800 800
Less family size offset. . 5,200 5, 200
Discretionary income. . . , 000 4,000
Times expectstion rate. .. . .20 .20
Expectation from income. . 800 800
Netassets....___....... . 15,335 15,335
Less assat reserve - , 000 12, 500
Available assets.....__. B 5,335 2,835
Yimes expectation rate... . .05 .05
Expectation from assets.. ...c....o_.... . 267 142
1,067 942

Expectation from income and asseYS. .. ... .cceeeniiaiocieiiniiiciaiaaaen
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{LLLSTFATION OF PROPOSED CHANGE !N THE TREATMENT OF ASSETS ($12,500, ASSET RESERVE)—Continued

Present

method Proposed
With estimated 10 percent CP| increase:
FOMIlY INCOME. .« - e eecemcecmacecememmnemmmenmenea e s o ceaenrenanenmnanans 10, 000 10, 000
Less tax paid. . 800 800
Fncom 9,200 9,200
Less family size offset. 5,200 5,700
Discrationary income. . 4,000 3,500
mes 8X ti .20 .20
Expectation from income. 800 700
Netassets................ 15,335 15, 335
Less asset reserve. 0, 000 .,

Available assets. ... 5,335 2,835

Times expectation ra .09
Expoctation from a3sets.... . -ceeeennmcmoceoceciocieeie e tanaa e 267 142
Expectation from Incoma and @S85, - - occemnvnnenmeiie e aaaae 1,067 842

ILLUSTRATION OF PROPOSED CHANGE IN THE TREATMENT OF ASSETS (FARM AND BUSINESS $25,000 ASSET

RESERVE)

[Family of 4—1 parent working, family hu:omo—:l(),omlll incioma tax paid—$800, net assets of family—$30,000, 1 childin
college;

Present

method Proposed
Family INCOME. oo oo ereieeceecmacemacomeensamesemeaeaceaaetaaaaanas 10, 000 10, 000
Lesstax paid_. 800 800
Effective ncome. .. 9,200 9,200
Lass family size offset. 5,200 5,200
Discretionary income. . 4,000 4,000
Times ex, tion rate. .. .20 .20
Expectation from income. 800 800
Netassets....c...-.... 30, 000 30, 000
Less sssetreserve.. 10, 000 25,000
Available assats. .. . 20,000 5, 000
Times sxpectation ra . .05 .05
Expectation from 888etS . . ..ol 1,000 250
Expectation from incomeandassets. . ... ..cooeiinioomiiia e 1,800 1,050

With estimated 10 percent CPI increasa:
ily § 10, %’ 10, 000
Effective income...... 9,200 9,200
Less family size offset. , 200 5,700
Discretionary income. . 4,000 3,500
Times o:fczlhon rate. .20 .20
Expectation from incom: 800 700
Netassets..........- 30, 000 30, 000
Less assetreserve. _ 10, 000 25, 000
Availableassets. ... 20, 000 S, 000
Times expectation rata. _ . .05 .05
Expectation from assets. ..o oo cicieieanoncaceeoencreaa s 1,000 250
Expectation from incomeand 8ssets. .. . o.ooeceaoenoeciaiacenn e 1,800 950

SuMMARY OF CALCULATIONS—EXPECTED FAMILY CONTRIBUTION FOR DEPENDENT

STUDERTS

Academic year 1975-76; $10,000 income no assets, f-member family, 1 in college,

current treatment

1. Parents’ adjusted gross income in 1974

- $10,000

(a) Amount earned by father.

(10, 000)

(b) Amount earned by mother

0)
0

2. Total other family income in 1974

3. 1, of veterans educational benefits (to be received between July 1,

1975 and June 30, 1976)

0
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4. Annual adjusted income (lines 1 plus 2 PIUS 3) e 10, 000
5. Pagents’ Federal incrne tax paid for 1974 e —800
8. Effective family income in 1874 9,200
7. Family size offset_. (+5, 200)
8. Unusual expenses
9. Employment expense offset - (0)
10. Total offsets against income (lines 7 plus 8 PlUS 9) e 5, 200
11. Discretionary income (line 8 minus line 10) 4, 000
12. If line 11 is a positive amount, multiply discretionary income by
applicable rate ($1 to $4,999 at 20 percent; $5,000 or more, $1,000
plus 30 percent of amount in excess of $5,000) to obtain stand-
ard contribution from income. If line 11 is a negative amount,
enter 0 800
13. Determine net assets of parents - 0
14. Subtract nsset reServeo—o—--.--—- -- —10, 000
15. Available parental assets (line 13 minus line 14) cvv e 0
16. Multiply available parental asSets by 005 - cce—cemcmem e 0
17. Enter line 16 as standard contribution from available parental
assets. If line 16 is negative, enter 0 0
18. If line 11 is a negative amount, enter that amount as a positive
number ; otherwise enter 0 0
19. Subtract line 18 from line 17 to obtain contribution from parental
assets. If negative number enter 0. 0
20. Add lines 12 and 19 to obtain contribution from family income
and parental assetS—_.-__ 800
21. Mnltiply line 20 by multiple student rate to determine expected
family contribution for each member in postsecondary educa-
tion _— ——— 800
29 Determine net assets of student 0
23 Multiply student's net assets by 0.33 0
24. Student eligibility index eguals sums of lines 21 and 23 ______ 800

Academic year 1976=77: 810,000 income no asscts, 4-member family, 1 in college,

1.

T

e

© 00~

10.
12.

13.
14
15.

. Discretionary income (line 6 minus line 10) e

CPI change, 10 percent increase, estimale

Proposed
Parents’ adjusted gross income in 1975 ———— e $10, 000
(a) Amount earned by father ——— (10, 000)
(b) Amount earned by mother ——— (0)
. Total other family income In 1976-c o cveacammcaoaun- — 0
. 14 of veterans educational benefits (to be received between July 1,
1976 and June 80, 1977) cmmmmcomm e cecem e 0
. Annual adjusted income (lines 1 plus 2 plus ) Y, 10, 000
Parents” Federal income tax baid for 1975 e mcmmmoem e ecm e —800
Effective family Income in 1975 o ooomemmaaaee ——- 0, 200
. Family size offset .- ——— - e (45, %00)
. Unusual expenses — - (0)
. Employment expense offset_ (0)
Total offsets against income (lines 7 plus 8 Plus 9) woceceeo B, 700
3, 500

1f line 11 is a positive amount, multiply discretionary income by
applicable rate ($1 to $4,999 at 20 percent; $5,000 or more,
$1,000 plus 30 percent of amount in excess of $5,000) to obtain

standard contribution from income. If line 11 is a negative

amount, enter 0_. - ——— 700
0

Determine net assets of parents

Subtract 8sset I'eSeIrVe e cecem—mcemc—mem——————mm = oo e

Available parental assets (line 13 minus line 14) oo ccveceeeoon 0
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16. Multiply available parental assets by 0.05
17. Enter line 16 as standard contributlon from n\'nilnble parental
assets. If line 16 is negative, enter 0
18. If line 11 is a negative amount, enter that amount as a positive
number; otherwise enter 0
19. Subtract line 18 from line 17 to obtain contribution from parental
assets. If negative number enter O
20. Add lines 12 and 19 to obtain contribution from family income nnd
parental assets 700

o o © ©

21. Mnltiply line 20 by multiple student rate to determine expected

family contribution for each member in postsecondary educa-

tion ._ 700
22. Determine net assets of student - 0
23. Multiply student's net assets by 0.33 - 0
24. Stndent eligibility index equals sums of lines 21 and 23_ _____...._ 700

dcademic year 1975-76; Asset ocase—S10,000 income, 4 member family, 1 in
college, current treatment

1, Parents’ adjusted gross income in 1974_________________________ $10, 000
(n) Amount earned by fathero___________________ - (10, 000)
(b) Amount earned by mother___________________________ (0)
2. Total other family income in 1974________ ____ o ___ 0
3. 15 of veterans edncational henefits (to be received between July 1,
1975 and June 30, 1976) oo —— 0
4 Ammal adjnsted income (lines 1 plus 2 plns 3) oo ____ 10, 000
5. Puarents' Federal income tax paid for 1974 ___._ —— —800
0. Effective family income in 1074.. - 9, 200
7. Family size offset. ... _.__ e e e (+5, 200)
8. Unnsual expenses ———— —— - (0)
9. Employment expense offset____ . _____ (0)
10. Total offsets against income (lmes plus 8 pus 8) e 3, 200
11. Discretionary income (line 6 minus line 10) oo ______.. 4, 000
12. If line 11 is a positive amount, multiply discretionary iucome by
applicable rate ($1 to $4,999 at 20 percent ; $5,000 or more, $1,000
plns 30 percent of nmonnt in excess of $5 000) to obtaln standard
contribution from income. If line 11 is a negative amount,
enter 0. _— - 800
13. Determine net assets of parents_ - oo _____ 15, 335
14. Subtract asset reserve e ~—10, 000
15. Available parental assets (line 13 minus line 14) .o _o___ 5, 335
16. Multiply available parental assets by 0.05 oo oo 207
17. Enter line 16 as standard contribution from available parental
assets. If line 16 is negative, enter O oo __________ 267
18. Ii line 11 is a negative amount, enter that smmount as a positive
number; otherwise enter O___.__ 0
19. Subtract line 18 from line 17 to obtnin contribution from pnrentnl
assets. If negative number enter O______ . ____________________ 267
20. Add lines 12 and 19 to obtaiu contribution from family income and
parental ASSetS_ e 1,067
21. Mulsiply line 20 by multiple student rate to determine expected
famlly contribution for each member in postsecondary ednca-
tion - - 1, 0687
22. Determine net nssets of student — 0
23. Multiply student’s net assets by 0.33 —_—— 0
24, Student eligibility index equals sums of lines 21 and 23_________ 1,087
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13.
14
15.
ig Multiply available parental assets by 0.05..
18
19.

20.

1. Parents’ adjusted gross income in 1974 $10, 000
(a) Amount earned by father__._._ (10, 000)
(b) Amount earned by mother__ 0)
2. Total other family income in 1974 0
3. % of veterans educational benefits (to be received between July
1, 1975 and June 30, 1976)
4. Annual adjusted income (lines 1+24-3) 10, 000
5. Parents' Federal income tax paid for 1974 oo oo ccceceeeeee 800
6. Effective family income in 1974 9,200
7. Family size offset — (+5, 200)
8. Unusunl expenses.._._ (0)
9. Employment expense offset (0)

. Total other family income in 1975

. Parents’ Federal income tax paid for 1975

. Determine net assets of student__

29

Academic year 1976-77: Assct case—3$10,000 income, $12,500 asset rescrve,

10 percent CPI increase, estimate

. Purents’' adjusted gross income in 19735
(a) Amount earned by father.
(b) Amount earned by mother

. 1% of veteruns educational benefits (to be received between July 1,
1976 and June 30, 1977

Annual adjusted income (lines 1 plus 2 plus 3) oo cenn

. Effective family income in 1975. -

. Family size offset. —— ———
. Unusual expenses

. Employment expense offSet ;e
. Total offsets agninst income (lines 7 plus 8 plus 8) oo
. Discretionary income (line 6 minus 1ine 10) ;oo meeee
., If line 11 is a positive amount, multiply discretionary income by

applicable rate ($1 to $4,099 at 20 percent; $5,000 or more,
$1,000 plus 30 percent of amount in excess of $5,000) to obtain
standard contribution from income. If line 11 is a negative
amount, enter 0
Determine net assets of parents

Subtract asset reserve._

Avalilable parental assets (line 13 minus line 14) __________.____

Enter line 16 as standard contribution from available purentul
assets. If line 16 is negative, enter 0_
If line 11 is a negative amount, enter that amount as a positive
number; otherwise enter 0. —
Subtract line 18 from line 17 to obtain contribution from parental
assets. If negative number enter 0.
Add lines 12 and 19 to obtain contribution from family income and
parental assets.._ —
. Multiply line 20 by multiple student rate to determine expected
family contribution for each member in postsecondary educa-

tlon —

. Multiply student's net assets by 0.38. oo

. Student eligibility index equals sums of lines 21 and 28_.__.__.._

Proposed
$10, 000
(10, 000)

0)
0

—12, 500

2, 835
142

142

142
842

842
0
0

842

Academic year 1975-76: Asscts case—$10,000 income, 4 member family, 1

in college (farm and busincss) current treatment

33
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10. Total offsets against income (lines 7 plus 8 plus 9) o __.__ B, 200
11. Discretionary income (line 6 minus line 10) 4, 000
12. If line 11 is a positive amount, multiply discretionary income by
applicable rate ($1 to $4,999 at 20 percent; $5,000 or more,
$1,000 plus 30 percent of amount in excess of $5,000) to obtain
standard contribution from income. If line 11 is a negative

amount, enter 0 800
13. Determine net assets of parents 30, 000
14. Subtract asset reserve-. -—10, 0600
15. Available parental assets (line 13 minus line 14) nccocecaca_ 20, 000
16. Multiply available parental assets by 0.05 1,000

17. Enter line 18 as standard contribution from available parental
assets. If line 16 is negative, enter O 1, 000

18. If line 11 is a negative amount, enter that amount as a positive
number ; otherwise enter 0 0

19. Subtract line 18 from line 17 to obtain contribution from parental
assets. If negative number enter O 1, 000

20. Add lines 12 and 19 to obtain contribution from fa:nily income and
parental assets - 1, 800

21. Multiply line 20 by multiple student rate to determine expected
family contribution for each member in postsecondary

education — 1, 800
22. Determine net assets of student 0
23. Multiply student’s net assets by 0.33 0
24. Student eligibility index equals sums of lines 21 and 23.______. 1, 800

Academic year 1976-77: Assct case—3$10,000 income, § member family. 1 in
college, $25,000 asset rcscrve, 10 percent CPI increase, cstimate

Proposed
1. Parent's adjusted gross income in 1975-. —e e $10.000
(a) Amount earned by father (10, 000)
(b) Amount earned by mother (0)
2. Total other family income in 1975 - ———
8. 14 of veterans educational benefits (to be received between July
1, 1976 end June 30, 1977) e —— e m e mmmmem 0
4. Annual adjusted income (lines 1 plus 2 pPlus 3) —cvcmevmcce 10, 000
5. Parents’ Federal income tax paid for 1975. - - —800
0. Effective family income in 1078 e oo eee— = 9, 200
7. Family size offset e ————————————————— (+5,700) -
8. Unusual expenses (0)
9. Employment expense offset (0)
10. Total offsets against income (lines 7 plus 8 plus 9) - ___ 5, 700
11. Discretionary income (line 6 minus line 10) 3,500
12. If line 11 is a positive amount, multiply discretionary income by
applicable rate ($1 to $4,989 at 20 percent; $5.000 or more,
$1,000 plus 30 percent of amount in excess of $5,000) to obtain
standard contribution from income. If line 11 is a negative
amount, enter 0 700
13. Determine net assets of parents 30, 000
14. Subtract asset reserve. e —$25, 000
15. Available parental assets (line 13 minus line 14) . ____ 5, 000
16. Multiply available parental assets by 0.05 250
17. Enter line 16 as standard contribution from available parental
* assets. If line 16 is negative, enter 0 - 250
18. If line 11 is a negative amount, enter that amount as a positive
number; otherwise enter O — .0
19. Subtract line 18 from line 17 to obtain contribution from parental
assets. If negative number enter 0.. - 250
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20. Add lines 12 and 19 to obtain contribution from family income

and parental assets.._. - 950
21. Multiply line 20 by multiple student rate to determine expected

family contribution for ..each member in postsecondary

education - 950
22. Determine net assets of student 0
23. Multiply student's net nssets by 0.33 0
24. Student eligibility index equals sums of lines 21 and 23_—_.___ 950

Mr. Siyrox. Mr. Quie.

Mr. Quir. To what extent do you have any knowledge of the amount
of money that BEOG recipients are receiving from other sources?

I am going at the whole question of the one-half cost, one-half need.
BEOG recipients are receiving SEOG work-study grants from States,
private grants in colleges, and so forth.

Myr. Pinurs. Mr, (3uie, our best possible source is going to be the
fiscal operations reports that were submitted in September, covering
the immediate prior academic year in which they try to list out all
of the moneys that go to all of the students under the different pro-
grams, and we ave trying this year to process that information as
quickly as possible so that we can be responsive to requests such as
yours.

Those are massive reports. They come in from 4,000 institutions and
they have to be edit-checked and sometimes sent back to the institu-
fion for repair. But we are hoping, as we go along the track here,
we will be able to supply some data to you.

I might just say this generally:

Mr. SpearMaN. If I may, there was a correction in there. There are
ulmost 10,070 institutions. You have about 4,000 participants in cam-
pus-based programs and you expand that universe to close to 6,000
when you add the BEOG’s universe and then another 4,000 institu-
tions when you add the banks. Thus, when you try to collate those
data sources with the State resources data and then extract an un-
duplicated number, in terms of the amount, you can see that it be-
comes an extremely difficult job to say how much students are receiv-
ing from other kinds of resources rather than talking in terms of
an aggregate amount of over $2 billion or $4 billion.

M. Pincries. The other possible source is, on October 17, the ap-
plications will be coming in from institutions for the so-called “tri-
partite” application for SEOG, work-study and NDSL, and in the
application they are suppnsed io list out for the current year (esti-
mated) and the following year (projected) the amount of money ex-
pected to go to all students that have need on a eampus.

Mrv. Qurr. And the source?

Mr. PmLuirs. Yes, it is supposed to be broken out by source—BEQG,
and guaranteed loans, and so on. What we hope to do, as those applica-
ions come in, is to analyze them and provide, I hope, State-by-State
summaries of what the application materials show.

As a general comment, I think the basic grant recipient is increas-
ingly also getting access to State grant and scholarship funds. The
State programs have expanded rather dramatically over the last
several years. We are estimating this year over $500 million of State
scholarship and grant moneys being available.

Many States are beginning to adopt a policy that says they won’t
look at an applicant for a State grant until they have a certification
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that they have applied for a basic grant as well, and I think what is
beginning to emerge here as a general pattern, is that these State
scholarship and grant programs are beginning to be built on top of
the basic grant awards. '

A number of States have, in effeet, a kind of State-level entitlement
that is added to the basic grant. ‘That is one of the reasons we are so
anxtous to pursne some of the procedures that we outlined in the testi-
mony to assure covrdinated and integrated delivery of Federal and
State money under BIEOG and State grant programs.

Mr, O'Iara. Would yvou have pulled enough of this information out
by the time we mark up to have a better idea?

Mr. Prurmnaars, I would really have trouble knowing, tirst, how fast
we can get the information sunnnarized. Frankly, T don’t know your
markup schedule.

Mr, 'Hara. We don't, either.

My, Pinnues. T see,

My, Seearmax, It would be diflicult to answer that, then.

Mr, O’11ara. Qur other witnesses have come from out of town and 1
don’t know whether they can get together again.

Mr. Sixox. The chairman will observe a deference to your judgment.

So T will therefore declare this session of the subeommittee today
adjourned.

Thank you.

[ Whereupon, at 11:15 a.m., the subcommittee recessed.

[The following testimony was submitted for the record ;]

PREPARED STATEMENT uY Men, I Bowyanrn, Digecrog oF STATE AND PEDERAL
RELATIONS, NATIONAL ASSOCIATION OF STUDENT FINANCIAL AID ADMINISTRATORS

Mr. Chairman and Members of the Subcomnmittee, 1 am pleased with the
opportunity to appear before the subcowmittee this morning to present the views
of the National Association of Student Financial Aid Administrators eoncerning
the Family Contribution Schedule for the Basic Grants Irogram for 1976-77.
For the record. I min Neil Bolyard, Director of Financial Aid at West Virginia
University in Morgantown. and 1 have receutly assumed the respounsibilities of
Director of State and Federal Relations for NASFAA. With wme this wmovniug
is Walter Schmucker, Director of Financial Aid at Gosheu College, Gosheu.
Indiana. who has been with the NASFAA Ceutral Office since July 1 as aun
intern. Mr. Sclunucker will be returning to Goshen uext January 1.

Before discussing the Fawily Coutribution Schedules I would like to take
a moment to ackuowledge the contvibutions on behalf of students past and
future, of two geutlemen your committee cmue to know guite well over the past
several years. Mr, Altan Purdy, my immediate predecessor. from the University
of Missonri at Columbia. and Mr. Richard Tombaugh, forwer IZxecutive Secre-
tary of NASFAA. Although both have left the positions which they were in
during the development of a working relationship with this conunittee, they
ench continue ir the Financial Aids arena. and each scnds warm regards.

NASFAA's coneern about the Pamily Contribution Schedule is a well docu-
wented record. There has been testimony presented on several oceasious ex-
pressing our belief that the Schuedule was providing an inappropriate repre-
sentation of the ability of families to contribute to post-sccondary education,
and it has been our coutention that it was being used to “ration” funds the
administration was willing to make available for the program by restricting
the number of eligible studeuts.

In defeuding the Fawmily Contribution Schedule in the past. representatives
of the Office of Fdueation have stated that it is extremely difficult to weasure
an a systematic basis a family's ability to pay for post-secondary education.
NASFAA and I am reasonably certain that several other agencles and associa-
tions, would concur with that statement. If it had heen a relatively easy task,
I am confident that variauces in Parental Contributions tables, provided by
various services in past years, would not have been so divergent and the efforts
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initinted by the Office of Education five or six years ago to bring the tables
together would not have been necessary. Approximately five years ago 1 partici-
pated iu a series of meetings sponsored by the Oflice of Eduention which had
the single mnjor purpose of bringing together the expected contribution tables
of the then two major services providing need annlysis.

The Keppel Tusk Foree, which included the Oflice of ducation as a partici-
pant, arrived at a uniform methodology for needs analysis during their delibera-
tions which ended last spring. The wajor services have adopted the Uniform
Methodology for the current processing yveur and now it is the Office of Bduen-
tion that promotes the coutinuation of the confusion nud inequity resulting
from different methods of arriving at the ability for families to support post-
secordnry education.

Since NASFAA has maintainol over the years that the Family Contribution
Schiednle has been too restrictive i its determination of eligibility, it is obvious
that adjustments proposed by USOE to inerease family size offsets nsed to
determine the amonut of diseretionary income available to the family for
educational purposes and the adjnstment in the asset reserve are supported
by the Association. However. in the matter of family size offsets, we maintain
our coneern with the proposed continued utilization of poverty level Soeial
Necurity maintenatiee figures for the Basic Grunt Program when BLS low-
income standard maintenanee altowances are used for determining need for
other federnd student aid progrmms, Por example, a family of four (4) applying
for the campus-based student aid progemns will be provided a family size offset
of approximately $T.000 to maintain themselves prior to any expectation for
college cost. 1n the proposed Basic Grant family size offsets, an allowance of
ouly $5.700 would be provided. How does one explain to a fumily that they
can live, on $1.300 less if they are applying for o Basic Grant than if they are
upplying for other forms of student assistiee? It seems to us that the family
size offsets being proposed are simply inadequate to refleet a reasonable cost
of living today, and ave couseguently expecting undue sacrifice on the part of
the family in ovder to provide the expectations being derived. We would recom-
mend that the Basie Grant Program utilize the sume BLS Jow-income standurds
to be employed by the need analysis systen approved for SEOG, NDSL, and
CWSP, rather than the Socinl Security poverty level figures being proposed.
We are ot disagrecing with the percentage of adjustment they are proposing
for cost-of-living intlation, but rather the hase to which that adjustment is
being applicd. 1t was far too low in the past, and applying a reasonable adjust-
ment percentage to an unrveasonable base continues to vield an unreasonuble
family offset.

We applaud UsSOM's proposal to make adjustinents in the asset reserves for
frunilios deriving their inconte from salaries and wages, and particulurly for
the recognition that the assets of a farm or business family are really different
from those who do not depend upon their property for income generation. Histori-
enlly. the systems used for the determination of financinl need have aecorded
special treatmene to fann and business fumilies in recognition of the necessity
to protect o greater portion of those assets if their capacity to generate incume
is to be muintnined. While the old adage “n dollar of assets is a dollar of assets™
may he approprinte at some future point in time when all assels might be
theoretically ligniditted, it does not hold during the period when income ix being
derived from the utilization of those assels in a farm or business. Consequently,
te compare on an equal basis the asset holdings of a farmer or smadl business-
man with those of 1 wiage earner hias been, and eontinunes to be, inequitable.
YFor the Basic Grant Program to recognize this difference in the Family Contri-
bution Nehedule is & major step forward.

One might debate whether or not the asset reserves heing proposed. i.e.
R12.500 and $25,000, are apeeaprinte. Bstablishing what those sprotected” levels
should be is highly snbjective and depends in large part upon what purposes
one is willing to permit families to accunntate assets. NASFAA has in previous
testimony suggested that the level for wage and salary families would be at
least $15.000, but that is ouly our estimate of reasondbleness as opposed to
USOEs estimate of reasonihleness,

One factor that has historieally been considered in evaluating the appropriate
asset reserve in the need aualysis process has been the fge of the primary wage
earner. Heonontie theory wonld suggest that the older the primary wage earner,
the more he or she should he nllowed to reserve for retirement purposes becanse
of the lesser time available to accumulate assets. The Basie Grant approach,
apparently for simplicity purposes, has utilized a eonstant asset reserve for the
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entire applicant population. We feel that the variable approach is more respon-
sive to the finanelal eircumstanees of the applicant, but understund USOE's
desire to utilize a less eamplicated approach. We would continue to suggest that
a $15,000 asset reserve for wage and salaried families is n reasonable figure for
this program.

The adjustments to the family size offset for the independent student have
many of the same problems expressed earlier. The allowances being provided
simply do not seem adequate to reflect the expenses to be ineurred in providing
basie family maintenanee. As a result, an undue expectation is made from the
student and his or her family for eduentional purposes. Ilere again, we would
propose that the BLS low-income standard is a more appropriate family size
offset.

We would like to tnke this opportunity to urge the Oflice of Kduention to give
full consideration to the adoption of the “Consensus Model” or the “Uniform
Methodaology' developed by the Keppel Task Force for the purpose of estimating
family ability to pay for postsecondary eduention. We would suggest. as we lhinve
done so often in the past, that there are better ways to direet the Basie Grant
1'rogram to the neediest students than to artiticially control the eligibility for the
program through an unreasonably demanding Family Contribution Sehedule.
This Associntion has continually asserted that it is better to reeognize a stu-
dent’s finaneinl needs for what they are. and then provide what we can with
the resourees available, than it is to delude ourselves into thinking that the
needs of stndents are being met when sueh is not the case. The differenees in ex-
pectations of families under the Basic Grant Program and other programs of
student assistance unnecessarily compliente the entire process of delivering as-
sistanee to needy students. Additionally. to maintain two parallel procedures,
one for determining eligibility for Basic Grants, and another for estimating
need for other assistance programs, is nnmiecessary and ineflicient, not to mention
confusing to tlte student and his or lrer family. We would urge the Oflice of
Fdncation, and the Congress if necessary, to take steps to implement the reecom-
mendations of the Keppel Task Force relative to the simplification of the proe-
ess through the utilization of the Consensus Model for all ealeulations of fumily
ability to pay for postsecouditvy eduneation, and to devise other methods (if
necessary) to “target” assistance to specianl categories of needy students,

Last month a representative of the Oflice of Lducation stated in a public
forum that OE strongly endorsed the Student Common Data Form developed
by the Keppel Task Foree but had reservations in employing the form as n Basic
Grant applieation for several reasons, One reason was that the “need aualysis™
data for the Basie Grants Family Contribution Sehedule did not require all of
the items included in the Uniform Methodology calculations ; and, under the pro-
visions of the Privaey Act the information eould not be eolleeted by the Federal
government and disseminated to other non-Federal ageneies. This problem eould
he reeolved by adopting the Uniform Methodology for determining need for Basic
Grants and utilizing other procedures for targeting the funds. The Federal gov-
ernment would then be using the information requested and avoid any eonfliet
with thie provisions of the Privacy Act.

A second point was the number of items on the Student Cominon Data Form
would complicate the Basic Grants applieation since it asks for wmore information
than is necessary for processing the Basic Grant application.

To this point the Association would offer the counter argnment that the Office
of Education is missing nn exceptionally fine opportunity to become a leader in
the adoption of the Student Conumon Data Form on a nationwide hasis. Sinee
the Bisie Grants program is promoted as the foundation of student aid. what
better place eould be found to gather nll the required information for student
ussistance for Federal, State and Tustitutional aid programs than with the Basie
Graut applieation? Admittedly the Common Data Form requests some informa-
tion not included on the present Basic Grant application. However. rather than
adding complexity, the use of the Common Oata Form for Basic Grants, as
recominended by the Keppel Task Foree, would reduce the duplication of forms
and therefore simplify the overall financinl aid proeess.

NASFAA would like to point out that should the adoption and implementation
of any of the above reeommendations adversely infiuence the proeessing time-
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table for Basic Grants for the 1976-77 aeadewmie year, that those specifie recom-
mendations not be nndertaken at this time. The Association has long been an
advoeate of moving the proeessing to an earlier thmetable so the program ean
truly beeome the “foundation to build on” in student assistanee.

At this time I will thunk yon for the invitution to appear here
be happy to respoud to guestions you may have.

| Material submitted for inclusion in the record follows:]

CoLLEGE ENTRANCE EXAMINATION BOARD,
N York, N.Y., August 29, 1975.

today. I would

Dr. LeEoNard H. O. SrEARMAN,
Acting Associate Commissioner for Student Assistance .
U.8. Ofice of Education, Washington, D.C.

Dean LEoNARD : On behalf of the College Scholarship Service Couneil and Assem-
Lly membership, I am writing to express both disappointment and eoneern about
the August 1 and 14 Federal Register notices of proposed rule making regarding
the regulatious governing approval of need analysis systems and the family eon-
tribution schedule for the Basie Graut prograin.

These proposed rules serve to perpetnate and netually to encourage Inequities
in the awarding of federal aid funds to students, and they represent a failure
on the part of the Oflice of Edueation to enpitalize on the major eonsensus
achieved by the National Task Foree on Student Aid Problems {Keppel Task
Foree) to simplify and fmprove the student aid process through the nse of o
single untional standard of need analysis. This “Consensus Model” of need
analysis was aceomplished, as yon know, with the best eeonomie data and advice
available and through extrnordinary cooperation within a full “partnership”
framework. Every major edneational assoeintion involved has urged the Com-
missioner to support the objectives of improved finaneial aid administration by
adopting the Consensus Model as the single standmrd for use in all programs of
tinaneial aid.

Rather than correeting a major problem, the proposed rules have the potential
of defeating these objectives and of compounding what presently Is an intolerable
situation. Although the ~eonceptual framework'” of the proposed August 1 rule
«. .. would permit the approval of the *‘Consensus Model’ recommended by the
‘ICeppel Task Foree’ and adopted by the Couneil of the College Scholarship Service
at its weeting on June 10, 1975 . . . the Basie Grant and income tax “methods”
of need analysis are exempted from the vegulitory requirements and the Com-
missioner indieates that “other systewms’” may be approved without speeifie fen-
tures of the Consensus Model. When compared with the parental eontribution
levels in the system preseribed by the proposed regulations, the two exempted
methods produce substantial vavianees and, thns, inequities in trentment of stu-
dents from similar finaneial circnmstanees,

If “other systems™ do not incinde the five integral features of the Consensus
Model which the Cowmissioner does not endorse, further inequities will be caused
by many students and families being considered more favorably than others.

A relited area of coucern is that the new proposed regulations make uo refer-
ouce to the need of working with “other coneerned parties” in the determination
of future moditications in the benchmark tigures, as did the regulitions estab-
lished May 21, 1975, and the “explanation of proposed rule” indicates . . . that
adjustments will be made as necessary . .. instead of updating the figures each
yvear. We believe that ehanges in the system <shonld be made avnually as pertinent
empirical data beeome availahle bat, unless the laugnage of the proposed rule
is claritied. it suggests the potential of revised figures being required by the
Commissioner in the middle of the student aid awards process,

Again, we wonld urge the Commissioner to reconsider the proposed regulntions,
to join the finaneial aid and educational community in endorsing the Consensus
Model s the single national standard of veed analysis for uve with all student
aidd programs, and to assure all concerned parties that an open and full “partner-
ship™ concept will prevail as future need analysis modifications become necessary.

Sincerely,
Jayes E. NELsoN.
Viee President, Student Assistance Services.

Enclosure : C88 Couneil resolution of June 10, 1975.
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CoLLEGE ENTRANCE EXAMINATION BOARD,
CoLLEGE SCHOLARSHIP SERVICE,
New York, N.Y,
CoLLEGE SCHOLARSINP SERVICE CoUNCIL

Summary of the Actions Taken at the Mecting of June 10, 1975

The followIng action item was considered by the CS8 Coundil :

Report of the Committee on Need Assessment Prodedures, Mrs, Dortha Morri-
son, Chairman, presented the report of the Committee on Need Assessment Pro-
cedures on the Uniform Methodology. After considering the report, the Couneil
passed the following resolution unanimousty on a motion made and seconded:

Resolved : That the CSS Council, upon the recommendation of CNAP. en-
dorses the methodology of need analysls as outlined in the paper entitled “A
Unlforin Methodology for Measuring Parental Ability to Pay: The Proposed
National Standards for 1975-76,” dnted June 1975, which contains the modifiea-
tions resulting from the review conducted by the panel of economists convened
under the auspices of the National Task Force on Student Aid Problems; that the
methodology be used by the College Scholarship Service during the processing
year 1975-76 ; and

That the Council recommends to the United States Commissioner of Education
that this uniform methodology be adopted under his existing authority and re-
sponsibility as the “benchmark” standard by which all systems of need analysis
will be evaluated and approved beginning with the 1975-76 processing vear.

Action Taken ot CSS Committee on Need Assessment Procedures Meeting of
August 21, 1975.

Resolved: ‘fhat the Committee on Need Assessment Procedures urges that the
U.S. Office of Educatlion use the uniform methodology for the Basie Edueational
Opportunity Grants Program,

Passed Unanimously.

NATIONAL ASSOCIATION OF STUDENT FINANCIAL AID ADMINISTRATORS,
Washington, D.C., September 2, 1975,
Dr. LEoNARD H. 0. SPEARMAN,
Acting Associate Commissioner for Student 4 ssistance.
Washington, D.C.

DEAR DR. SpEARMAN : I am writing in response to the proposed rules for reviston
of the provisions and standards for approval of private need analysis systems,
as published in the Federal Register of August 1, 1975. This response reflects the
officlal position of the National Association of Student Finaneial Aid Admin-
istrators, as developed by our Commission on State and Federal Relations.

First, I woukd like to express our concern that this proposed rule was apparently
not disseminated broadly to the financial nid conmnnity, as we had been told
it would. NASFAA cancelled plants to reprint the Federal Rcegister publieation for
its membership upon learning rhat USOE intended to distribute reprints to all

Dparticlpating institutions. However, as far asx we can determine, that distribu-

tion has never been made. I am sure that ¥ou will agree that n matter of this
importance should be di~seminated as broadly as possible to solicit responses
from all sectors. Inasmuch as the Federal Register is not readily available to
very many aid adminlstrators, a direct mailing to them is of great importance.
particularly with a thirty-day response deadlne. We do not know what caused
USOE's change of plans., but we woull seek to reinforce the importance of a
direct distribution to all aid administrators in all future publications of this
type. At the very least. please advise us of your plans not to do s0, 80 that we
may better serve our members.

NASFAA is encouraged to find the Commissioner's agreement to the “basic
structural features” as developed by the Coullege Scholarship Service and the
American College Testing Program over the years and embodied in the Consensns
Model adopted by the National Task Force on Student Aid Problems during the
past year. We believe the Consensus Model represents a huge step forward toward
a more consistent and uniform determination of student need. We are concerned.
however, about the unwillingness of the Commissioner to accept or endorse all
elements of the Consensus Model, which have resulted from a very comnprchensive
analysis of the rationale of need determination by the leading experts in the
field. While none of the contributors to the Consensus Model would argue that
any of these elements reflect the ultimate truth, these methods of treatment are
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probably the most appropriate yet devised by anyone, and should be used as the

standard until a better wethod is developed,

NASFAA certainly plaus to continue its involvement in efforts to iniprove the
Consensus Model as we get more data and learn from our experienuces with this
revised approach to need nssessment, We hope that USOE will also continue to

participate in these efforts,
We wonld next like to comment on the continued inclusion of the BEOG
method and the Ineome Tux *System” as approved systems for dependent stu-

dents, While considerable linproveient has been made or proposed in the BEOG
method sinece the beginniug of the program, it still leaves much to be desired as
2 menns of assessing a realistic family ability to pay for postsecondary education.
The BEOG upproach muy be adequate for determining eligibility for a grant
program intended to foens upon the most needy student, whereby a high level
of preciseness is not essential. However. the BEOG method lacks the sensitivity
which should be present in estimating the need for SEOG, SW-SP, and NDSL.
The stunding approval of the BEOG method is additionally inappropriate inas-
much as the results of its utilization do not meet the standards which the Com-
missioner has proposed to establish for private systems. If the benchmarks to
be nsed to evaluate the private systens are felt to be reasonable, we question the
approval of the more demauding family expectations resulting from the BEOG
wethod, Stndents applying to schools using that method will be discriminated
against in comparison to the large bulk of applicants to be evaluated by private
systems which wmeet the benchinark standards. If greater uational consistency
is u desirable objective, and we beileve that it is, the approval of the BEOG
method works againust the achievement of that geg?

Mueh the sume argmment can bhe made agaiisi .2 approval of the Income Tax
tsystenm,” It is probably even less reflective of family ability to pay, inasmuch
ax the federal income tax is regressive in many respects, and frequently favors
those families with large deductions for expenses not normally recognized for
need analysix purposes. Yet in other respects the Income Tax “‘System” fails
to recognize tinuncial eircumstanees which do affect the family’s ability to pay
aud which are recognized elements of the conceptunl framework with which the
Commissioner agrees. As with the BEOG method, the Income Tax “System”
shonld not be provided speclal dispensation because it is more demanding of
most families than wonld o private systemn meeting the proposed standards.

1Iowever, if the Conunissioner is to coitinne the approval of the Incone Tax
“System,” we would urge that the final regnlations be changed to make the treat-
ment of ussets consistent with that being proposed for the BEOG method, i.e, §
percent of net assets in excess of $12,500 ($25,000 in the case of business and farm
families). This is far more reasonable and reduces the inconsistency between the
resnlts of the BEOG method, the Income Tax “Systemy,” and the approved private
systems.

Oue last observation must be made in closing, The tlmely approval of private
systems submitted in accorag with these proposed riules is extremely important to
the smooth processing of student applications. Although it is imposstble to pro-
vide such approval thix year by September 1, as called for in the regulations
now in effect, we nrge thie Coumnissioner to promulgate his approvals as qulckly
thereafter as feaxible, in order thut the private systems can begin processing as
close to their regular thimetables ax possible,

Thank you for the opportunity to coinment on these proposed rules.

sSincerely,
Roserr B. CLARK,
President.

AMERICAN CoUnciL oN Epucatiox,
Washington, D.C., September 2, 1975,

Dr. Leoxarn H., O. SPEARMAN,
Acting dssociate Commissioncr for Ntudent Assistance, U.S, Office of Education,

Washington, D.C.

Mr, Perer K, U, Voier, )
Dircctor, Division of Basic diid State Student Grants, U.S. Office of Education,
Washington, D.C.

DEeARr DR. SPEARMAN AND Mg, Voict: The purpose of this leiter Is to comment
on two proposed regulations recently published in the Federal Register: the
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amendments to the need analysis reguiations for Supplemental Fducational Op-
portunity Grants, College Work-Study, and National Dirvect Student Loans
tAugust 1), and the wueadments o the regulations for determining expected
family contributions under the Basic Edueational Opportunity Graut Program
rAugnst 14).

We are sceriously concerned over the lack of pregress which these proposed
revisions retleet toward aeceptance within the Department of Iealth, Eduea-
tion and Weltave of coranon need analysis eritezin and data requiremeunts for
all Federal student nid programs. as well as state and private progruns, as
recommended by the National 1ask FForee on Student Aid Problems in its final
repurt.

The Task Foree, headed by Francis Keppel, worked assiduonsly from May 1974
to July 1973 to achieve agrecmeut among the two e jor private needs analysis
systems aud the Federal Dasie Edueational Opportanity Grant system on hiow
to assess tamily income and assets for detevmining equitable family contribu-
tions for higher educational expenses. U8, Otlice of Education tembers worked
alongside other participants in this effort.

As it result of the Task Poree’s sork, agreement was acliieved between the
two major privitte needs ausnlysis systens on eviteria for determing equitable
firmily contributions. ax well as ot the wse of conunon data forms to gain infor-
wation from students and parents, With agrecment by the Otfice of Fducation,
it would thus be possible to achieve the long-songht goals of a siugle consensus
model for needs asualysis which would be aecepted by the Federal govermuent
as well as the private systems, and a mnitied form for all aid applicants.

However, the substantial work of the Task Moree seems to have been iguored
by the Oflice of Edueation in both its August 1 and August 14 Federal Register,
amounceutents. In his commentary on the proposed ueeds analysis regalations,
the Connnissioner notes thad the rule wounld permir the approval of the “Con-
senstts Mode!” recommended by the Keppel Task Foree, as well as the approval
of ¢losely similar systems for determining students’” awards under S1SOGs,
CWR, and NDsL, ITis proposal for the BROG fumily coutribution schedule makes
no reference to the Consensus Madel, but includes provistons on family size off-
sets and reserves which refleet o continuation of the separate needs analysis
systern for BIOGs,

Thus despite its participation in the Task Foree, the Oflice of Education secwus
to be proceeding ju the opposite directiou frow the Task Force recommendations.
Instead of encournging acceptance of a single Consensus Maodel, it is continning
to encourage several: the Federal BEOG system, the Income Tax system, and
the Consensus Model or systeins producing simikioe results for SEOGs, CWS, and
NDSL, Purther, the Commissioner cautions in his Auguast 1 notice that aceept-
aiee of the Consenstus Model is limitet] aad not to be constrined as acceptance
of all the features of the Model. citing five specific issues which require “addi-
tional researeh and analysis.” We guestion what further work is needed, xinee
extensive analysis was devoted to these issues during the year-long studies of
the Task PForee. resulting in agreement on these points between the services.

On behalf of the eduention groups participating in the Task FForee, we must
express regrot over the failure to reaeh complete consensus between the Federal
and the private systems, thus leaving purents, students and institutional officials
to cope with the burden of sepurate xystems, 1t is dowbly regrettable that the
Otlice of Edueation has been unable to eapitalize on the remarkable consensus
already acliieved by the Task Force, and to respond to the evident desires of the
recipients of student aid and the Congress that common., shuplified eriteria and
dan requirements be estahlished.

We urge the Office of Edueation of take this opportumity for leadership. and
revise these regulatious to encourage full geceptance of the Consensus Model
for the campus-based programs and its adoption for BEOGs, Lacking such lead-
ership. we will look to Congress to legislatively mandnte the Consensus Model
and adoption of a common student data form for BEOGS,

These connuents ure presented on behulf of the American Councit on Fdnea-
tion. the American Asseciation of Community aud Junjor Colleges. the .American
Association of State Colleges and Universities, the Associntion of American Col-
legges. the Association of American TUniversities, and the National Assoviation
of State Universities and Land-Grant Colleges.

Sincererly,

CHARLES B. SAUNDERS. Jr..
Director, Office of Governmental Relatinna.
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Tne UNIVERSITY OF TUE STATE oF NEW YORK,
QFFICE oF THE DPRESIDENT oF TIE UNIVERSITY
AND COMMISSIONER oF BEbUCATION,
Atvany, N.Y., September 12, 1975.
Mr. Perer K. U. Vaier.
Direetor. Division of Basic and State Student Grants, U.S. Office of Education,
Washington, D.C.

Drar Mg, Veiar: I would like to take the opportunity to comment on the pro-
posed rules for the Basie Educeational Opportunity Grant Program regarding the
determiuation «f expected fmmily eoutrvibution for the 1976-¥7 aeadewmic yeav, I
mnst restate some deep reservations vegarding the overall complexity of the
BLEOG applieation and the method of determining the expected family contribu-
tion, 1 feel that the ehanges that ave neeessary go far beyoud what hus been
proposed.

Last yeur 1 wrote to yon about the approgel used in determining the amounts
that stadents receive through the New York State Tuition Assistanee Program.
IPor almost all applcants. the only tinaneial! information that must be provided
cant be taken directly from their parents’ New York State income tax return.

"T'lie approach is simple and we have avolded some of tite problems encountered
by the Basie trant Program. The cowiplexity of the BEOG application is probably
the nujor veason for the low utilization rate of the program. Under the N.Y. State
progenm it is easy todetermine the amount of the award at the time application
is made, and we <itaply do not have a large mumber of eligible students who do
ot apply for awards. It is o easy to determine one's eligibility under the State
prograum that only 267 of over 230,000 appHeations come from students who can-
not receive au award. The large number of BEOG applications that come from
people who are ineligible for awards represents an inconvenience 1o the students
itk well as ah exeessive processing cost to the tuxpayer.

While 1 am plegsed to note that an increase in the family size offset and asset
reserve is being proposed, | would like to recomend more basie changes in the
method of determining the expected family eontrilbution.

The application process should be slhmplified along the lines of the approach
used in New York State. BEOG applieants and their families ghould be. able to
refer to their federal ineome tax forms for all or most of the finauneial informa-
tion necessary. The asset test should be eliminated beeaunse of it's complexity,
and the possible inequities {t causes beenuse of intentional and unintentional
misreporting. 1t is diflicnlt to estimnate the value of a howe purchased 5 to 15
Years earlier, Ax the asset test isx not veritinble, the system encourages misreport-
ing by applicants. Last year we eondueted a survey of State grant recipients,
and amouyg 120 BEOG recipients included in the sample, we found that 109
should have been ineligible for BEOG grants Decnuse of their asset holdings.
Responses to our questionnaire were anonymous.

I alsn feel that the nsset test is unfair for other reasons, The bulk of the assets
held by BEOG applicants are in the form of home ownership. Howme ownership
or renting depends more upon whether a family lives in an urban or rural area,
and is not divectly relevant to faily finnncial strength, A howme is vot an income
producing asset and eannot be readily used ax a means of finaneiug college. 1
ulso feel that a good deal of the other assets held by low income fanmilies repre-
sents =avings toward retiretient or proceeds from life insurnnce policies where
the ltead ot the household had died,

I am pleased to have this opporfunity to eomment ou the proposed family con-
tribution schedules. wnd I hope that progress will be made in making basie
changes in the application process.

Faithfully yours,
Ewald B. NyqQuist.

NaToNaL STUDENT LonBy,
Wasehington, D.C., September 14, 1975,

SENATE SURCOMMITTEE 0N IDUCATION,
House Subeontriittec on Postsecondary Education, U.S. Congress,
Washington, D.C.

DeAR MEMBERS 0F CoNnaress: Foclesed you will find the comments I have pre-
jrared for Mr. Peter Voight. Director of the Division of Basic and State Student
Grants, Office of Edacntion, concerning the Family Contribution Schedule for

1976-77.
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The National Student Lobby (NSL) is making a sincere effort to work with
the grants division in reaching a compatable agreement to an improved need
analysis system. I have outlined in the letter the problems students and parents
are facing with the present needs analysis system. I have also suggested some
alternatives to some of the provisions that NSI. finds disadvantageous to
students,

NSL hopes this will be of assistunce to members of the House Post-Secondary
Edueation and Senate Fduceation Subeommittees in the current debate on the
Family Contribution Schedule.

Sincerely yours,
JAay HENDEKSON,
Legislative Director.
Enclosure.

WasmiNaron, D.C., September 120 1975,

Mr. Peter K. U. Voreur,

Dircctor, Division of Basic and State Student Grants, IS, Office of Education,

Washington, D.C,

In the matter of Part 190 of Chapter I of Title 45 of the Code of Federal Regu-
Iations, proposed vule making ou the Dasie Edueational Opportunity Grant
;‘rogram. Iixpected IFamily Contribution Schedule for the 1976-77 Academice
eqr.

Comments of Jay Henderson, Legislative Director, National Student Lobby
Suite 515, 2000 P Street NW.. Washington, ).C., 20036.

The following comments are filed in response to notice of proposed rule inak-
ing on the nbove cited matter:

The National Student Lobby (NSL) welcomes this opportunity to conunent
upon the Basic Grants Family Contribution Schedule for next year.

Before commmenting on the revently published proposed amendments to the
rules which were published on April 4, 1975 (40 FR 15248), a generitl comment
about the overall approach to 1the analysis of student need as contained in the
contribution schedule is necessary.

Even to the unaccustomed eye, we believe, it is apparent that the current
needs analysis system is in great diffienlty. For example. in ealeulating exrpected
parental contribution the system frequently arrives at a fignre far in excess of
the flgure arrived at when the parents of the student calculate their own actual
parental contribution. In Illinois recently, a study was published which revenled
that actual parental contribution varies widely from cxpected parental con-
tribution and, in fact, the variance is often in excess of 63%%. In other words.
the amount the parents said they could pay averaged to be only 34% of what
the government said they could “reasonably be expected to pay.” Obviously, the
student gets caught in the middle by having to make up the difference.

NSL believes this represents a clear example of the protestation that our
“needs analysis” system is actunlly a systemn of “eligibility analysis” in which
the student is forced to expand or eontract to accomodate the system, simply
because (as almost anyone will admit) there is not enough money to finance
actual student need. Onr principal concern, therefore, is not what must be done
to the proposed rales to muake them acenrate enough to predict student eligibility,
but what should be done to the proposed rules to make them capable of calculat-
ing student need. not only individual need bhut also aggregate student need. The
responsibility for meeting student need would then be up to the President and
the Appropriations Committees enach yenr during the budget debates,

It should be the function of the Family Contribution Schedule and the BEOG
needs analysis system to differentiate those students who are in need of financial
assistance from those students who are judged to be not in need of aid in the
form of a Basic Grant.

Today it does not. It attempts to differentiate those students who have greater
need from those who have lesser need. Those of greater need are thereby eligible
for a BEOG, while those of lesser need are ineligible even though they still are,
in every sense of the word, "needy.” As a result. with the cost of education
rising faster than the cost of living, the students from noderate income families
are more and more frequently ineligible for a BEOG of any size. while the
students from eeconomically disadvantaged families are hard pressed to meet
their own expected contribution which they find too high.
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Undor the earrent systets, no one's need is actually met, Only “eligibility™ is
satisfied. But, because all the mmbers add up in the central office. the general
impression is received that student need has bheen niet.

We would propose that all parties conecerned recognize this faet and proceed
to eonstruct a needs analysis system wlhich truly analyzes need and a sepurate
eligibility analysis system whielt ean determine tow large n slice of the pie each
*needy’student gets of the limited resources we have to offer.

At the close of each fiseal year, we should be able to caleulate :

1. The total number of students enrolled in postseecondary edueation,
2. The total number of students int need of finuneial assistanec,

3. The total amount of nid necessary to meet this need.

4, The total amount of aid nvailable to meet this need,

3. The total number of students in need who got aid,

6. The total number of students in need who did not get aid, and

7. The student aid gap created by insuflicient funds.

Proeceding on the premise that the BEOG Pamily Contribution Schedule is
actually an eligibility analysis system, we would now like to turn to our recom-
mendations for refinement of the system as proposed in the Federal Registers of
April 4 and August 14, 1975,

Our discussion is limited to three areas: the detinition of an independent stu-
dent : the treatment of asset reserves; and the provisions for extraordinary cir-
cumstances and thie use of cuarvent year duta.

A, The definition of an Independent Student should not include d tico week at
Honre residence restriction and shonld allowe for a parental contribution of up
te $1,200.

1. Remove the two week restriction on residence with parents at home.

If there is any provision in the BEOG Fawmily Contribntion Schedule which
students tind offensive, it is the section which denies them status as independent
students if they have lived or will live in the home of their parents for more
than 2 conseeutive weeks either durving the year in whielr aid is received or
during the year prior to which aid is requested.

First, this provision ix unenforveable. Students are well aware that this pro-
vision threatens to reduce the size of their financinl award by several hundred
dellars and, as a resnlt, they are prepared to avoid this pitfull by denying howme
residenee for the specitied amount of time if it is at all possible,

Second, this provision encourages students to break the law, Only the most
naive student will admit to spendinz two weeks at Christinas at home with
the family if that admission will ent heavily into the BEOG award.

Third. this restriction discriminates agninst students from urban areas. These
students often tind it convenient and cconomieal to live at lhome. It should be
Federal poliey to encourage college students to seek every way possible to both
save mouney and to live at home,

Fourth, this regulation cucourages famities to break up in order to hecome
eligible for a form of student aid. It is parallel to the infamous provision in
the welfare system of the 100 which provided incentive for the father of a
family to move ant of the honse and thereby beemne eligible for welfare : at that
time., families with both mother aund father living at home were ineligible, This
vestriction was eventually romoved just ax (he Courts were striking it down,

Fifth, this vegulation is of dubious constitutionality and. if pursued in the
Ceurts, would be disallowed,

This provision is but another illusteation of the charge that the student must
hend to aceommodate the systenn, We are certain that if there were enough money
to fully meet student need that this Innguage would never have been written.

2. Raise allowed parental contribution from $600 to $1,200,

According to the (7.8, Master Tar Guide: (975 the definition of dependency is
one who receives “more than one llf of his or her income from another person
ur souree.”

Using the IRS definition of dependency. the wmount of money a student should
be allowed to receive from parents eich year should be up to less than one halt
the eost of education for that studeat. One half the average cost of edueation
in FY 1976 will Le $1,800.

NSL recommeuds that each independent student be allowed to receive an-
nually an $800 cash contribution from purents and up to a $400 “iu-kind” con-
tribution from parents during each calendar year. The $400 iu-klud contribution
would apply especially to those students who live at home year round with
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their parents and would approximate the amount of money a student saves when
living at home rather than residing on or near campus in a separate facility. (See
College Board figures for average student expenses. commuters nnd residents.)

B. Treatment of Asset Reserves

NSL currently favors retention of assets in the determination of BEOG
awards because we are concerned with how much removal of consideration of
assets would equate to in program costs ($300 million) and to whom the bene-
fits of such a step would accrue.

Elimination of limits on asset reserves would currently reduce equity in the
BEOG program. While such n step might nltimaiely be wise, NSL is concerned
that this not be done too precipitously and takes comfort in the fact the Office
of Education also supports retention of the element of assets reserves in BEOG
calculation.

We favor simplification of the overall process. Perhaps asset reserves conld
be gradually simplitied mntil we eventually reach a point sueh ag in the State
of New York where a short form which does not include ussets operates satis-
fuctorily.

We reconmend the Office of Education conduct a study to correlate nssets
and income so0 that we can ultimately remove assets from BEOG ealenlation
withont removing equity.

The intent of including asset reserves is quite obviously to prevent the stu-
dent from a wealthy fmnily with large assets who (beenuse of tax loopholes
and other factors) is able to show a sinall income from getting a large grant.
If the progrom becones so fiuely tuned as to differentinte in order to save dollars,
rather than to eliminate rich students, we have agnin come ncross an example
of the government asking the student to bend to accommodate the system.

We therefore applaud the nmendment to provide for n »¢ise in allowable as-
sets. But we do not think it gees far enough.

NSL proposes a common treatment of asset reserves with no specinl tllow-
ances for furmers or husinessmen. We recommend the figure of $20.000 per fumnily.

The question of separate treatment for farmers and businessmen should he
removed because there Is no way to fairly treat all students under a provision
so laced with the possibilities of malrepresentation. Home equity, for example,
is the most difficult of all types to iiquidate and should therefore be liberally
compensated for in assets ealenlation. On the other hand, far assets (or a portion
of them) are comparatively easy to liquidate and need not be compensated for
to the extent called for in the proposed rules. Additionally, business equity is
often an illusion becanse so much of it is often borrowed money, according to
the Small Business Administration; e.g., $50,000 in a business is quite different
than $30,000 in a home. Finally, separate treatment for each of these types of
assets amounts to addltional items for the student to fill out on a form which
we are already striving to simplify.

C. Extraordinary Circumstances and the use of Current Year Data

The provisions allowing for limlted use of current year data in Sections 190,39
and 190.48 are steps in the right direction. Ilowever, we recommend further ad-
Jjustments be made to allow a more nccurate framework for a student who ex-
periences a substantial change in income data.

In particular, section 19048 (n) (5) needs reworking. It mentions nothing
about income; it does not account for the fact that stndents are still subject to
the minimum wage in many cases; it provides no flexibility for the student who
works either 20 hours for 52 weeks or 40 hours for 235 weeks.

Does “35 hours per week for a minimum of 30 weeks” mean a total of 1050
honrs?

At $1.85 sub-minimum wage, does this refer to a student with n hase year in-
come of $1,0427

What about the student who makes $9,000 in the base year, works six months
in the current year (earns $4.500) and then quits to go back to school? Is it
implicit that that student was able to save money? If so, it should show up in
his or lher savings. If the student has no savings and has no income, why should
the student be penalized for having worked during the base year?

Further examples could be sighted but we would seek the answer to the ques-
tion '‘i# not whot we are interested i» the reed to track basic, significant changes
in income data?"”

All other exceptions to the rules contained in the subsections of 190.39 and
190.48 relate to changes in the student’s financial background. Why should not
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the one subsection having to do with the independent student's ineome also relate
to change?

If we want to track these changes, NSL proposes the adaption of a systein
wherein whenever a student experiences changes which would affect the Basic
Grant eligibility, index by $50 or more, that student should be allowed to sub-
mit supplemental forms to apply for the use of current year data. .

Changes in income or assets which would yield a $50 difference in BEOG are
as follows:

INDEPENDENT STUDENT

Effective Family Income: down $250.
Net Assets of Applicant : down $150,

DEPENDENT STUDENT

Effective Family Income: down $250.

Parental Assct Reserves; down $1,000,

Student’s Asset Reserves: down $150.

Our problems with the proposed BEOG schedule are many. We have enumer-
ated most of themn in this letter and would like to meet with you or your rep-
resentative to disenss them further.

We are however, of the opinion that the proposcd schedule represents o posi-
tive step forward in our approanch to the analysis of student eligibility for Basic
Grants,

We support the provision for the 1002 increase in the family size offsets used
during the 1975-76 year (or the actual increase in the Consumer Price Index).
That is a most advantageons proposal which will assist the maximum tinancial
aid level to adjust for cutbacks due to inflation.

NSIL wounld also like to cammend your office for recognizing the need to pro-
vide for an fnercaxe in the allowed asset reserves, While our own thoughts as
to how mueh the increase should be different fromn yours we are nonetheless
happy tc have the ice broken and be together with yon on the basic prineiple that
an inerense is necessary.,

Sincerely yours,
JAY IIENDERSON,
Leyistative Dircctor.

YORK ACADEMY OF ARTS,
York, Pa., Scptember 30, 1973,
Hon. Congressnian O'I1ara.
House of Representatives,
Washington, D.C.

Drar Sik: At the last meeting held by the Pemnsylvania Higher Edueation
Assistance Ageney the Uniform Methodology was presented and diseussed as it
is during ench gathering of concerned financial aid administrators. Our institu-
tion has been eagerly following the progress of the National Task Force in its
pursuit of a Uniform Methodology and Common Form for application as the
need analysis system nniversally.

We are backing NASFA L, PARFAA, and the National Task Foree in urging
that the adoption of the Uniform Methadnlogy and Common Forin be ineorporated
into ITEW programs as quickly as possible, To some the coneept of a Common
Form and Uniform Methodology sceins inconceivable or idealistic but it is our
contention that it is necessary in order to provide stability and consistency in
financial aid administration.

The average financial sid applennt is inundated with forms and needs which
apparently have little or no connection to each other in his mind. It is important
that the various DIIEW progrins as well as state administered programs are
consistent and uaderstandable to those individuals required to open up their
financial history to impersonal agencies and financial aid administrators.

Please consider this letter as PRO—Common Form and Uniform Methodology—
when you hegin to tabulate the merits nnd sponsors of the Uniform Methodology.

Sincerely,
M. MARGARET Q. HENRY.
Financial Aid Officer.
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CONGRESS OF THE UNITED STATES,
HoUSE OF REPRESENTATIVE,
Washington, D.C., November 3, 1973,
Hon. T, H, BELL,
Commisgioner of Education, Office of Education,
Washington, D.C.

Dear TEDp : Let me first thank you, John Phillips, and your able staffs for being
of continuing and very prompt assistance to the Sahcommittee in our efforts to
explore the possibilities of alternative assets treatment under the proposed BOG
family contribution schedule. A number of requests were posed, some of them
with very short lead tines, and they were all met on schedule,

On the basis of the responses to our requests, I am reluctantly led to agree
that the formulation which you proposed for the 1977 schedule is as good a
formulation as we can develop given the rigid cost restraints under which we
are forced to work for the time being.

During the hearings on H. Res, 745, questions were raised regarding the
wording of the proposed regulations which woald seemingly permit a family
with farm or business assets in any dolar ainount to qualify for an asset reserve
of $25,000. The members of the Subeomnmmittee understood that the intention of
your proposal was to provide for a farm and business asset reserve of $25,000.but
that reporting any farm or business assets would not establish a windfall for
parents whose farm and business assets are only nominal but who have substan-
tial holdings in “‘other assets.” This letter is hased on the expectation that when
the regalations are put in final form they will be modified to correct this error.

1 have polled the members of the Subcommittee, and a majority of them have
indicated that they will support a motiou to table H. Res. 745 when the Sub-
committee next meets. It is my feeling. and Mr. Eshleman concurs ir: this, that
you should feel free to proceed with the implementation of the proposed schedule,
subject to the understanding noted above.

Very truly yours,
JAMES G. O'HARa,
Chairman.

EDdUCATIONAL TESTING SERVICE,
Prineeton, N.J., August 29, 1975,
Dr, LEoNARD H. O. SPEARMAN,
Aoting Associate Commissioner for Student Asaistanee, U.S. Ofice of Education,
Washington, D.C.

Dear DR. SpEarMAN : I am taking this opportunity to respond to the Notice of
Proposed Rule Making regarding approved need analysis systems for the National
Direct Student Loan Program, College Work-Study Program and Supplemental
Educational Opportunity Grants Program (45CFR, Parts 144, 175, 176). While I
am responding at the request of the College Scholarship Service of the College
Entrance Examination Board, my comments mainly relate to certain economic
aspects of the proposed rules. Other aspects of the proposed rule will be dealt
with in separate correspondence from College Board and College Scholarship
Service staff.

While we are pleased to sec that the proposed rule will permit the approval of
the “Consensus Model"” developed witlfin the structure of the National Task Force
on Student Aid Problems (the Keppel Task Force), we note that the proposed rule
also permits the method of calculating an expected family contribution used in
the Basic Bdueational Opportunity Grant Program and the ‘“Income Tax System”
if adjusted for the number of dependent children attending institutions of higher
education at the same tine.

One of the most significar:t contributions of the IKeppel Task Force was the
development and agreement tu of a uaiform methodology for measuring ability
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to pay for postsecondary educational costs by parents and students. This de-
velopment was the product of some 15 months of intensive effort by many of
the most able economists, practitioners, and others concerned with ability to pay
for educational costs and was culininated in the adoption of the uniform method-
ology by the three national services of financial need analysis. American College
Testing Program, College Scholarship Service and the Graduate and Professional
School Financial Aid Service. It seems particularly inappropriate for one of the
partners to reducing problems in financial aid (as evidenced in the national
work conferences) to create ndditional problems by approving means of calculat-
ing an expected family contribution by alternate methodologies. It can only
lead to dissimilar treatment of equals for federal funds among the varying in-
stitutions in the United States; it ean wean that similar families will be ex-
peeted to contribue dissimilar amounts depending upon which “approved sys-
tem by the Commissioner of Education™ ix used by a particular institution. I
know of no other similar situation of dissimilarity with respect to federal funds
in any program,

It should be uoted that the underlying methodologies of the two “approved”
wenns of ealenlating o family contribution and the criteria for systems to be ap-
proved are extremely dissimilar. The federal income tax, with its pattern of
exemptions, deduetions and varying tax rates, hias long been recoguized as an
fustrument of fisenl policy—not uecessarily related to ability to pay. An examina-
tion of changes in the ineome tax laws over the past 20 years (the approximate
period of the College Seholarship Service) will revenl significant changes in the
various cowponents in determining the final tax paid which were oceasioned by
particnlar aetions of the Congress in response to pressures in the economy at
that time. To continne the endorsement by the Conmissioner that mandatory
federal income tax payments represent a similar ability to contribute toward
postsecondary educationul costs in light of the manifold chauges occasioned by
the contrasts of simultaneous inflation and recession seems particularly inap-
propriate.

The method of calenlating an expeeted family contribution under the Basic
Jdneational Opportunity Grant Program also bears striking dissimilarities to
the eriterin which the Conissioner will nse to upprove the “consensus model”
as well as permitting the approval of closely similar systems. This Is primarily
oecasioned by the use of the poverty level of family maintenance in the Basic
Grant Program aud exclusion of social security and any provision for state and
local taxes. In coutrast, the Connnissioner's criterin for other need anaysis sys-
tems utilizes the use of the Burean of Labor Statistics low-budget standard and
an allownnce for state and loeal taxes as well as mandatory social security pay-
ments—features which were a part of the recommendations of the Keppel Task
Force.

With such differences in underlying methodologies and philosophies of *‘ap-
proved” need analysis systems or method of calenlating an expeeted family con-
tribution. significant variations will occur in estimated financial need and con-
comitantly in the award of federal funds frem the three specific programs de-
lineated. For example. @ two-parent, three child family with $12.000 income and
modest home equity and other assets of $20.000 would have the following ex-
pected parents’ contributisn under the Basic Graut and Income Tax Systems
and the uniform methodology adepted by the three uational serviees :

Basic Grant : $1.240.
Income Tax Systems : $1.410,
"uiforin Methodology @ $500,

If we nssume an institutionai ndget of $3.000 (which approachies the norm for
L 4-vear public institntion). the pos<ible awards from federal fuuds for students
entering in the fall ¢f 1976 could range from $1.760 to $2.500 depending either
upon the method of ealenlating a parental contribution under the Basic Grant Pro-
srawm or the methaodology endorsed by the Keppel Task Force and adopted by the
national services. If we assume the equity to he in a farm or business, even
greater variation would ceeur in the three results.

The above examples were derived by use of an income tax paid assuming
standard deduncetions and munber of dependents equivalent to family size. To the
extent that frunilies itemize deductions, which a significant proportion of those
seeking financial aid do. the differences in the expected family contributions will
be accentnated. 'This sccurs sinee tax paid is an allowance against income in the
Basic Grant I'rogram und the uniform methodology for measuring ability to
pay, yet retlects the basie parental coutribution in the Tncome Tax System. As
deductious increase, the mandatory federal tax payment decreases thereby lower-

72-673 O- 76 - 6
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ing the allowance for federal taxes under Basic Grant aud the uniformm methodol-
ogy and increasing the expected contribution. Under the Income Tax System, the
lower federal income tax payment becomes the expected parental contribution
from income and increases the divergence between thie methodology adopted by
the national services and those of Basic Grant aud the Income Tax Systenn.

It was for these reasons that the Keprw! Task Foree devoted a major share
of its efforts toward the devclopment of a nniform methodology of measuring
parental ability to pay for postsecondary educational costs in cooperation with
the national services, the Oftice of Education, the financial aid community and
consulting econownists and urged its andoption for all progriuns of financial aid for
studeuts entering postsecoudary education in the 1976-77 academic year. In light
of the fact that the uniformm methodology has been adopted by the national
services and will be used by the majority of postsecondary institutions and miny
of the state scholarship programs awarding SSIG funds, we nrge that the Com-
niissioner of Edneatien prevent the pessibility of unequal treatment of equals™
in the award of tederal student financial aid fuuds by eliminatiug the use of the
wethod of family contribution in the Basic Educational Opportunity Grant
Program and the Income Tax Systewn in the proposed rule.

We note that the Cemnuissioner, while ontliniug general criteria which wonld
approve its use, did not endorse several specific features of the “consensus model”
or uniform methodolegy and believed that additicual research and analysis was
requnired in those areas and suggested that a major source of such data woulld
be provided hy the Consumer Expeuditure Survey of 1972, now being tabulated
by the Bureau of Labor Statistics. While additicnal research and analysis is
always desirable, where, data is appropriate and avilable, I wonld reemplinsize
that the adoption of the nniform methodology was the resnlt of the most intensive
effort by the members of the Keppel Task Force Committee on Need Analysis,
extensive disenssion and conversation with the finaneial aid community, the
Office of Education and highly regarded economists both within and without the
government. Consequently, it truly represents a consensus opinion or uniform
methodology of what parents can realistically be expected to contribute toward
postsecondary edneationnl costs—a consensus which has not been part of the
meuasuring of student financial need during the past several years. I have en-
closed a copy of 4 Uniform Mcthodology for Meascu=ing Ability to Pay: The CSN
National Standard, whichh describes the “consensus inodel” and the underlying
economic rationale and philosophy for inclusion of the featurcs which it ewm-
bodies. The rationale has been bused ¢n the hest economic evidence available
at this time, generally accepted precepts of ability to pay and the experieuce
gained in the measurement of parental ability to pay of millions of parents and
students over the past twenty yvears.

As economic conditions change in the economy aud as additional information
regarding family ability to pay becommes available. recommendations for changes
in the uniform methodology will be made. Fhe *“consensus model” developed
uuder the anspicies of the Keppel Task Force was not viewed as a static model.
but rather a methodology for measnving ability to pay based upon the economic
conditions which now prevail. At the underlyving conditions chauged, so wonld
the appropriate features of the modal.

Cuder the proposed rule, snch changes as wounld be suggested by a fundamental
shift in the ability of parents to contrihute toward postsecoudary edueational
costs, would be prohibited by the requircment that the sample cases would he
reviewed annually in stch a manner that the expected contribution in constant
dollars would remain constant for families with equal income and assets positions
measured in constant dollars. No other federal program has this requirement, and
as the rule appears, it would not apply to the centribution demanded under the
Basic Grant and Income Tax methods, further addiug to the complexities and
differences in expected parental contribution if all are approved for use in the
college-hased rograms. It is recomnmended that this provision of the rule be eli-
minated or modified to provide for the incorporation of changes due to n funda-
inental shift in the ability of pareuts to contribute toward postsecondary
education costs.

Please be assured of our desire and willingness to cooperate to the maximum
extent possible in the imple:aentation of procedures to reduce the problems facing
students, parents and institutional financial aid officers in the student aid proc-
ess and in furthering the partnership approanch envisioned by the Keppel Task
Force.

Sincerely yours,
JAMES L. BOwMAN.

. .
Enclosure. ‘ 5 0
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A UNIFORM METHODOLOGY FOR MEASURING ABILITY TO PAY:

THE CSS NATIONAL STANDARD

Preparid for the CSS by

james L. Bowman
Director. Fiuaaclal Ald Studies and ?rograms
Educational Testing Service

June 1975

“.sz College Scholarship Service of the College Entrance Examination Board
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The purpose of this paper is to describe the national standard for
measuring ability to pay fotr postsecondary educational costs to be
implemented by the College Scholarship Service (CSS) for the 1975-76
processing yeaf.

The movement toward a unifo;m methodology of determining parental
ability to pay to be used over time by all institutions and agencies
awarding financial aid funds is consistent with the goals and objectives
of the CSS and represents a continuation of the evolution of measurement
that llas been a part of the CSS tradition since its inception in 1954.
In addition, the uniform methodology brings into being several charac-
teristics considered desirable by many financial aid administrators
and agencies awarding student aid funds -- namely, a more simplified
system in which the methodology can be readily understood by the users
and in which accuracy of information is retained.

The development and maintenance of a uniform methodology for the
measuring of a family's ability to pay will continue to be important
as long as the primary purpose of financial aid programs is to permit
attendance at postsecondary institutions by students who cannot afford
to pay the expenses themselves. The desired equity in the awarding of
financfal aid can only be achieved through the widespread acceptance
and application of a consistent method for measuring the ability of

families to pay for educational cests.

Assumptions

The uniform methodology is based on the same general assumptions as

the current CSS need analysis system. The underlying principle of

o
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the methodology is that parents have an obligation to finance the
education of their children to the extent that they are able.

Another general assumption shared by the uniform methodology and
the CS5 system is that the family should be accepted in its present
financial condition. A system that analyzes financial need should
deal first with the objective facts of family financial circumstance.

It should not make distinctions between the frugal and the spendthrifty.
It should not distinguish between improvidence and financial hardships.

The unifo?ﬁ methodology attemp®s to treat all families equitably
by recognizing and cotisidering special family circumstances such as
age, marital status, and the number of working parents, since these
factors alter a family's financial strength. The CSS system makes
similar provision in determining a fami;y's ability to pay for post-
secondary education by considering the size of the family and any extra-
ordinary expenses that the family may have. There will undoubtedly be
complexities in individual family financial circumstances and differences
in attitudes toward education that will require an aid administrator
to consider appropriate adjustments for a specific family. In doing
so he or she should evaluate both the objective and subjective infor-
mation available from all sources. The financlal aid administrator's
Judgment 1s indispensable and must always be the final authority in any
system of need analysis. o,

The uniform methodology considers both the income and assets of
parents in measuring their financial strength and in determining their

ability to contribute to postsecondary educational costs. This principle
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of need analysis is a reaffirmation of the CSS assumption that a family's
income is the primary source of support for postsecondary education

but that its accumulated assets must also be considered. Income and
assets, combined, produce a comprehensive index of a family's financial
strength and, therefore, its ability to contribute to «..ucational costs.
Furthermore, both systems r :ognize certain expenses and expenditures
that are generally not a matter of family choice; neither system,
however, makes adjustments in estimates of financial strength because

of differences in family situations that do result from family choice.
Fot example, a family that owes a large debt on an automobile is treated
in the same way as a family that owns a fully paid-for car. Even though
the first family has a debt and may be required to allocate more of its
income to paying that debt, the purchase of a specific kind of automobile
generally reflects family choice. Therefore, neither the debt obligation
nor the value of the automobile is considered in the estimate of family
financial strength.

In general then, the expected parental contribution toward educa~
tional expenses generated by the CSS and the uniform methodology are
derived from the interaction of income, asset holdings, family size,
standard required expenditures, and unusual circumstances.

Basic to the philosophy of the CSS, and incorporated into the
uniform methodology, is the concept-that certain levels of income and
assets are required to provide for the family's economic necessities,
and that income and assets above these levels are available, in varying
amounts, for meeting the costs of attendance at institutions of post-

secondary education.
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PART 1: THE DEPENDENT STUDENT

Concept of Available Income

The uniform methodology for measuring parental ability to pay uses a
concept of "available income' in its procedures for calculating the
parental contribution for educational expenses. Available income is
defined as that income available to the family for the provision of its
economic needs after allowance against the parents' total taxable and
nontaxable income has been made for the following expenses:

1. U.S. income and FICA taxes

2. State and other taxes

3. Medical and dental expenses allowable for tax purposes
(excluding medical insurance)

4, Casualty and theft losses allowable for tax purposes

5. Employment allowance (if approgriace)

6. Family expenses (Minimum Scanda;d Allowance)

An allowance as granted in the CSS syatem is made for federal income
and social security (FICA) taxes because these are mandatory taxes that
are applicable to citizens in the United States and its possessions.

The payment of such taxes reduces funds available for other economic
needs such as expenditures for postsecondary educat{gn costs.

The provision of a direct allowance for social securigy taxes paid
rather than the standard allowance included in the Bureaw of Labor
Statistics (BLS) low budget level is mecessary because of the growiné dis-
parity between a standard allowamce for FICA taxes and the actmal FICA
taxes paid by a family. The CSS meed analysis system incorporated this

change in the 1974-75 processing year. Previously it had updated the
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1967 BLS budget standards by the change in the Consumer Price Index

(CP1) that had occurred since 1967.l However, the actual social security
taxes paid by a family have increased at a greater rate than the allowance
for such taxes in the budget standard adjusted by the CPI because of changes
in the FICA rate and the basic amount of income subject to FICA taxes.

In 1967, employees contributed 4.4 percent on maximum creditable earnings
of $6,600. In 1974, however, employees contributed 5.85 percent on
maximum creditable earnings of $13,200. For example, the provision

for social security contribution in the 1967 BLS low budget level of living
was $265. If this amount was updated by the increase in the CPI that

has occurred between 1967 and December 1974, an increase of 55.4 percent,
we would arrive at an allowance of about $410. In 1974 this amount of
FICA taxes would have actually been paid by a person earning about

$7,000. Consequently, a standard allowance would understate the actual
taxes paid by families with an income above this level. This understatement
would be significant as families approach a moderate level of living

since the FICA tax to be applied in 1975 wilil be against creditable

income up to $14,100. In addition, since the BLS standards assume families
have only one wage earner, use of a standard allowance would provide

no allowance for social security taxes paid by a second working spouse

and would significantly overstate the income available to meet post-

secondary educational costs.

1. Three Standards of Living for an Urban Family of Four Persons,
BLS Bulletin No. 1570-5, Spring 1967, Table 1, p. 15.
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In addition to taking into account the allowance made for U.S.
income and FICA taxes, the uniform methodology also considers the other
taxes — state and local income, property, sales, and excise -- families
nust pay. Collecting detailed information on these taxes within each
locality and state for individual families i{s an extremely difficult
task and results in inevitable inaccuracies. However, these taxes
nust be taken into consideration if all families are to be treated
equitably. To avoid the problems inherent in attempting to collect
precise tax information for individual families, the uniform methodology
provides for a standard allowance for state and local income, property,
sales, and gasoline taxes based on the family's reported total income
for computation purposes. Total income, rather than taxable income,
is used because consumption taxes are directly related to the total
income available to the family.

These allowances have been derived using estimates of the property,
sales, and excise faxes contained in the BLS low budget standard, ad;
justed for changes in the CPI and average family size and information
published by the Internal Revenue Service (IRS) on state income taxes
deducted at various income levels throughout the United Scacas.z The
percentages of reported total income for computation purposes shown
in Table 1 are used as the allowance for state and local income, property,

sales, and gasoline taxes.

2, Statisticg of Income: 1972 Individual Income Tax Returns, Department
of the Treasury, Internal Revenue Service, Washington, D. C. .

(3]
co
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Table 1: Allowance for State Income and Other Taxes
in the Uniform Methodology

Reported Total Income Percentage of Income as Allowance

for Computation Purposes for State Income and Other Taxes
$ 0 - $5,999 102
6,000 - 9,999 9
10,000 or more 8

Similar to the allowance made by the CSS, an allowance is made in
the uniform standard for provision of unusually high medical and dental
expenses. In an effort to enhance the accuracy of the information re-
ported, the uniform methodology uses those medical and dental expenses
(excluding medical insurance) allowable as a deduction’for federal
income tax purposes, which are any expenses over 3 percent of family
income. Since provision for the basic medical expenses (including
medical ingurance) of families is made in the Minimum Standard Allowance,
medical expenses that exceed 3 percent of family income more closely
approximate unusual or extraordinary expenses to a family.

In the uniform methodology, special allowances are also given for
extraordinary expenses that are not normal expenses of family life and
reduce a family's usable'income. The allowable expenses in this cate-
gory are those for casualty or theft; they are unforeseen and not a
result of exercising consumer choice. Again, in order to retain the
reliability of the information reported and to minimize confusion about
the terminology of "unusual expenses," the uniform methodology uses
those deductions for casualty and theft losses as defined and allowed

for federal income tax purposes.
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In the development of the uniform methodology, emphasis was placed
on simplicity, reliability of information, and horizontal and vertical
equity. The provision for allowances for extraordinary expenses in the
centralized processing system was delimited to prevent value judgments
from being made by persons other than aid administrators. It is more
properly the role of financial aid administrators to consider individual
family circumstances and ascertain the appropriateness of additional
allowances for other unusual family expenses or debts.

It should be noted that neither emergency expenses nor allowances
for indebtedness against income occur with any degree of frequency in
the applications of those filing a Parents' Confidential Sratement.

To eliminate these completely results in the percentages of cases in which
the parental contribution is affected shown in Table 2.

Table 2: Changes in Parental Contribution Resulting if No Allowance
Is Made cor Emergency or Indebtedness Experses

Percentage of Cases in Which Parental
Contribution Is Affected

Emergency Expenses Indebtedness

Net Income _ 0  <$100_ >$100 __0  <$100 >$100

$ 0-$ 4,999 98.0% 1.8% .22 99.9% 1% .0%
5,000 - 9,999 85.3 13.0 1.7 uB.7 L1 .2
10,000 - 14,999 84.2 13.2 2.6 94.9 .6 .5
15,000 - 19,999 £7.5 3.1 3.4 99.3 .3 4
20,000 - 24,399 87.0 ° 8.0 5.0 99.4 .2 b
25,000 or more 86.3 6.3 7.4 2. .1 .6
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In view of the relatively small number of cases where contributions
would be affected by $100 or more (less than 3 percent of those claiming
emergency expenses and less than 3/10 percent of those with an
indebtedness allowance), it seems that emergency expenses which fall
ouiside the IRS casualty~theft rule are properly within the purview
of the judgment of the institutional financial aid administrator.

In addition to these deductions, the uniform methodology provides
employment allowance for those families in which there are either two
working parents or a single parent. This allowance for two working
parents is 50 percent of the lesser income or $1,500, whichever is
less; the same allowance is made for the income of a single parent.

The allowance is made in recognition of the additional expenses

incurred by two working parents for clothing, transportation, meals

away from home, and in some cases, child care that are not included in
the BLS low budget standard which assumes only one wage earner. In the
case of a single parent, the allowance provides for the added consumption
expenditures in food, household operations, and in some caées, child

care that are not part of the equivalent BLS low budget standard.

In a modification of the CSS concept of a moderate level of living
and its utilization of a fixed dollar expenditure at the moderate income
level, the uniform methodology provides for a standardized alloﬁance
called the Minimum Standard Allowance (MSA). The MSA represents the
cost of the basic necessities for all family members receiving over
one-half support from the family, excluding the applicant, and represents

the point of zero contribution toward postsecondary educational expenses

D
[
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of the student. The uniform methodology assumes that the student will
not be part of the family unit for a period of nine months; consequently,
no provision for his or her expenses during this period is included in
the MSA. Use of the MSA, therefore, exempts from contribution the amount
of income necessary to provide for the most basic expenses of the
remaining family unit. The uniform methodology does not provide for a
direct allowance against income in the case of dependents in the family
other than dependenc children. This is because the costs associated

with these other dependent family members are provided for in the MSA.

\

Table 3: Minimum Standard Allowance (MSA)

Family Size MSA

(Including Applicant) 1974-75 1975-76*
z $ 4,180 $ 4,600
3 5,140 . 5,650
4 6,430 7,070
S 7,590 8,350
6 8,550 9,400
7 9,070 9,980
8 9,580 10,540
9 10,090 11,100

10 10,610 11,670
11 ) 11,120 12,230
12 11,640 12,800

*1975-76 assumes 10 percent increase in CPI.

62



59

The MSAs in Table 3 are based, with certain adjustments, on the
spring 1967 consumption cost estimates of the BLS for a family maintaining
a low standard of living. Since a direct allowance, based on total
income for computation purposes, is made for state income and local
property, sales, and gasoline taxes in the uniform methodology, all
such taxes that were a part of the BLS low budget standard have been
subtracted. In addition, since the MSA represents the basic expenses
required by the family unit remaining in the household, that portion
of the standard representative of the applicant's basic living expenses
for a nine-month period were also deducted. The remaining BLS low
budget consumption costs were adjusted for estimated changes in the
CPI through December 1975, and to provide for families of differing
sizes by using the BLS equivalency scales., The derivation ‘of the MSA
for a two-parent, two-child family is illustrated in Table 4.

The BLS equivalency scale used in the derivation of the MSAs
in Table 3 was based on age distribution appropriate for parents and
students in the undergraduate years. When the uniform methodology is
used to measure parental ability to contribute toward the educational
costs of postbaccalaureate study in graduate or professional schools,
these MSAs are increased by 5 percent in recognition of the higher
consumption budgets implied by the BLS revised equivalency scale
valued for household heads in the age group normally associated with
postbaccalaureate students.

In the uniform methodology family size is determined by the number

of family members receiving over one-half their support from the family.

<>
(V%)
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Table 4: Derivation of Minimum Standard Allowance (MSA) for the Uniform
Methodology for the Two-Parent, Two-Child Family

BLS Low Budget Consumption Expenditures:

Consumption costs $4,862
Other costs 265 $5,127

Less Estimated Taxes:

Housing $ 406
Casoline 54
Sales 67 527
$4,600
Less Costs Assoclated with Child:
Clothing $ 130
Personal care 40
Other consumption 55
Food - 390
$ 615
Amount for 9 months (.75 x 615) ___460
Adjusted BLS Consumption Costs, 1967 $4,140
CP1 1967 through 12/74 x1.554
$6,430%

*Rounded off to nearest 10.

This family-member concept eliminates the use of an arbitrary allowance
for dependents other than children, and the dollar level it represents
(differing by family size) is a more current approximation of the expen~
ditures in dollars and in kind that the family is providing for other

dependents.
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Thus, from the total family income (taxable and nontaxable) are
subtracted federal income and social security taxes, an allowance for
state income and local property, sales, and gasoline taxes, certain
allowable deductions, an employment aliowance (if applicable), and
an appropriate scandardballowance based on family size. The remainder
is considered to be "available income" and is available to the family
for supplementation of the MSA and a variety of other discretionary
purposes, one of which is agsumed to be the provision of expenses of
the applicant while attending a postsecondary educational institution.

The calculation of available income in the uniform methodology

can be illustrated as follows:

Taxable wages, salaries, tips, and other employee compensation
of parent or parents

Dividends

Interest

Income other than wages, dividends, and interest

Adjustments to income (sick pay, moving expenses, business
expenses, etc.)

Total taxable income (adjusted gross income for year preceding
academic year)

+ Nontaxable income for year preceding academic vear

Total income for computation purposes

- U.S. income and social security taxes

- Allowance for state and other taxes

- Deductions allowable for tax purposes on the basis of medical/

dental expenses (excluding insurance premiums)
- Deductions allowable for tax purposes on the basis of casualty
and theft losses

~ Employment allowance (if appropriate)

— Appropriate minimum standard allowance

» Available income for supplemental and discretionary purposes

U+

It is from the available income of the family, if any, that support
is expected toward the expenses of the student while attending a post-
secondary educational institution. When the family income is insufficient

to provide a minimum standard level of living for the family members and

65
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the student, the family has a 'negative available income," and the
student's need will be greater than the institution's standard student

expense budget,

Parental Contribution from Assets

Since assécs contribute to the financial strength of the family, it

is important to include them when assessing the family's ability to pay
for postsecondary education. A strong net assets position indicates
greater capacity to finance postsecondary expenses out of current income
and greater access to financial resources in general. The assessment

of assets determines the family's ability to contribute more (or less)
from its income.

In general, the uniform methodology assesses the expected contri-
bution toward the cost of attending a postsecondary institution on the
basis of the total financial strength of the family as evaluated by
the interaction of income and asset levels. It is generally recognized
that the possession of assets gives greater total financial strength
than income alone. Tuerefore, the family with small income and large
assets may have che'same relative financial strength as another family
with a higher income but fewer or no assets.

The uniform methodology measures the financial strength provided
by various combinations of income and assets by determining the potential
supplementary income that would be expected from a given value of assets.
Since assets generally have been accumulated by deferring the purchase

of goods and services from income in the past, the assets can be considered

Gu
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available to supplement the purchase of goods and services from income
in the present and future. The uniform methodology assumes that this
supplement to current family income from assets is prorated over the
expected lifetime of the major wage-earning parent. Although families
may not convert their assets according to this f;rmula. the technique
serves to group together families with approximately the gsame financial
strength when both income and agsets are considered.

In general the uniform methodology for determining parental ability
to pay follows the same procedures as the CSS system in determining
discretionary net worth. Discretionary net worth in the CSS system
has been the value of assets after the allowance of a provision for
retirement and indebtedness. The standard items to be considered as
assecslin the proposed system are:

1. Residence equity

2. Other real estate equity

3. Other investments

&~

. Cash assets

5. Adjusted business/farm net worth, determined
according to the following formula:

Net Worth Adjustment Rate
$ 1-$§ 20,000 407% of net worth
20,001 - 60,000 $8,000 plus 50% of excess over $20,000
60,001 - 100,000 $28,000 plus 60% of excess over $60,000
100,001 or more $52,000 plus 100% of excess over $100,000

D
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In those cases in which a farm or business is the principle source
of family income, a portion of the assets of that farm or business should
e protectad to avoid endangering its income-producing ability. The
uniform methodology reccznizes this by allocating increasing shares of
set worth of a farm or business toward educational costs in accordance
with the above formulﬁ.

The uniform methodology, as in the CSS system, takes into consideration
indebteduess for past nondiscretionary expenditures; it does not take
into consideration the value of consumer goods as assets, nor does it
consider outstanding loans or debts incurred in connection with purchases
of such durable consumer goods as automobiles, household furnishings,
and appliances.

The uniform methodology recognizes that all family assets are not
agvailable for the payment of postsecondar; educational costs but rather
have been accumulated for a variety of purposes including emergencies,
future consumption, and eventual retirement. In order to provide an
allowance that recognizes differences in family situations due to age,
family type, and changes in the economy and yet is not subject to
arbitrary or pragmatic decisions regarding the size of the allowance to
be made, the uniform methodology follows the procedures adopted by the
css in 1965.

In essence the dollar allowance against net assets is determined

ty the additional income required to provide the difference in the 1967

BLS moderate income level for a retired couple or individual (updated

on the basis of changes in the CPI) and the current average social
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security benefits for a similar family. It is assumed that future
increases in inflation will be offset by changes in the future benefit
levels so that use of current average benefits and budget needs serves
as a relatively good proxy. The additional income required to provide
for the differenve in the current moderate level of retirement income
for a couple ($6,080) and the average current social security benefits
for a retired couple ($4,220) is $1,860. .The uniform methodology
provides, as an allowance against assets, the amount that might be
demanded as a single payment by a commercial insurance company at dif-
fering ages of the primary vorking parent 1; return for the payment of

such annuity (excluding dividends, if any) per year beginning at age 65.

Aallowances for single-parent families are derived in a similar manner.
Retirer tent reserve allowances for selected ages and family types under

the uniforn.” methodology are illustrated in Table 5.

Table 5: Retirement Reserve Allowance
Under the Uniform Methodology

Age of Major Two-Parent One-Parent
Egge-Earning Parent Family Family
40 - 44 $ 9,200 $11,400
45 - 49 10,600 13,100
50 - 54 12,500 15,300
55 - 59 15,000 18,100
60 - 64 18,600 22,000
65 and over 21,600 25,200
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Under the uniform methodology, the allowance made prior to considering
the amount of assets available to help méec postsecondary educational
costs will change onlv in relation to the difference between BLS estimates
of the moderate income levels required for a particular family type and
the average sociai security benefits then being paid. When the averagg
social security benefit increases at a greater rate than the Céf, the
retirement reserve allowance will decrease. On the other hand, when
the CPI1 increases at a greater rate than the average social security
benefits then being paid, the allowances will increase.

After provision against net worth has been made for an appropriate
retirement reserve allowance, the family's remaining assets are considered
discretionary.

It is from the 'discretionary ret worth" of the family that the
additional financial strength generated by assets 1s measured. Discretionary
net worth represents the portion of family net worth above that rcjuired
to provide a moderate level of retirement income and is conside-=d
available for the family to use in supplementing income at present and
in the future.

The purpose of the income supplement is to taks account of the
contribution that discretionary net worth makes to a family's ability
to pay for goods and services out of current income. The percentage
of discretionary net worth that is assumed by the uniform methodology
to be converted to an annual supplementary income flow is 12 percent.

This is a slightly different procedure from that used by the CSS where

the conversion ratio varies by age and sex of the head of housenold.
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The varying ratios used by the CSS were a function of mortality tables,
years of working life, and interest rates in the economy. In the current
complex economic situation, some of the underlying variables have lost
the stability that previously recommenéed their use.

In order to provide equity in those cases where family assets
are below the uniform methodology allowance levels and available income
is less than $4,000 (an income level approximating the moderate budget
level), the system provides an allowance against income at the rate
of 6 percent of the discretionary net worth. Because families with
assets need to be 'protected” to the extent of their retirement needs,
similar income families without such assets should also have a portion
of their income protected for future retirement needs. This methodology
is similar in concept to the current IRS regulation that allows for
reduction in income for federal income tax purposes if the amount
subtracted is devoted to future retirement needs. The rate of 6 percent
was chosen as an appropriate approximation of the annual rate of saving
that would be required to achieve the necessary additional assets
given the average age of parents seeking financial assistance for their
children. Where available income is greater than $4,000, families
are considered to have sufficient discretionary income to provide for

such future needs and no allowance is made.

Expected Parental Contribution from Adjusted Available Income

The final step before determining the amount parents can reasonably

be expected to contribute toward meeting educational expenses is to

71



O

ERIC

Aruitoxt provided by Eic:

68

determine the "adjusted availahle income” of the family. Adjusted
available income is the available income plus the income supplement
from discretionsry net worth. The adjusted available income reflects
the economic strength of the family resulting from a combination of
its income and assets. Contribution toward educational expenses is
derived from this amount.

As stated earlier the CSS system is based on the concept of the
BLS moderate standard with a specific dollar expectation attached to
that standard for the continued support of a child attending an insti-
tution of postsecondary education. Both the moderate standard and the
low standard have served as reference points in the CSS system for
determining the ability of parents to contribute to the costs of post~
secondary edutation. At the lower budget standard a zero contribution
is expected, and at the moderate level a ‘contribution of $900 is
expected. Under the uniform methodology the MSA serves as the point
at which a zero contribution results. Income above that level is con-
sidered to be available income that can be utilized for provision of
basic support of the applicant and for supplementary and discretionary
purposes,

Since available income represents money available for supplementary
and discretionary purposes, the question remains: What portion should
be expected to be put toward the total postsecondary educational
expenses? The existing national services (CSS and ACT) have approached
this question by applying progressive tax theory to need analysis.

Given the concept of a basic minimum standard, income over the MSA
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level can be considered available for a variety of purposes. Economists
have demonstrated that as the amount of moﬂey available to the fﬁmily

for discretionary purposes increases, the ratio of basic consumpﬁ}on
expenditures to Cotai income decreases. Thus, as income increases,

a larger percentage of income may be taxed with less éffecc on the support
of the family. The uniform methodology uses the taxation rate schedule

in Table 6 for estimating the ability of the family to contribute

toward educational costs from adjusted available income.

Table 6: Adjusted Available Income Taxation Rate Schedule

Adjusted Available Income (AAI) Taxation Rates

Less than $(3,200) $(700)

$(3,200) - 4,000 22%
4,001 - 5,000 880 plus 25% of AAI over $4,000
5,001 - 6,000 1,130 plus 29%Z of AAI over $5,000
6,001 - 7,000 1,420 plus 34% of AAI over $6,000
7,001 - 8,000 1,760 plus 40% of AAI over $7,000
8,001 or more 2,160 plus 47% of AAI over $8,000

These rates have been developed to approximate the expected parental
contribution used by the national services for the 1974-75 processing
vear. Adjustments for future changes in the cost of living will be
reflected by changes in the MSA. The taxation rates would remain
unaffected as they apply to adjusted available income so that any
given level of adjusted available income will have the same dollar con-

tribution from year to vear. Changes in the rates of taxation would
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only take place when furiamental changes occur in the underlying ability

of parents to contribute toward postsecondary educational costs.

Treatment of Families with More Thar. (n? Member Attending Postsecondarv
Institutions

Basic to any system for measuring parental ability to pay for post-
secondary education is the special proyvision that should be made -for
families with more than one member attending at one time. An extremely
pure ability-to-pay view would call for parental contritution tc be
independent of the number of family niembers simul taneously attending
postsecondary institutions at least half-tire and be determined only
by the measure of parental resources. Given recent history, such

a pure approach is probably difficult to specify and implement and is
not necessarily the most desirable., The concept of equity can accommodate
2 benefit element: Families whose membe;g absorb more of the output
of higher education may, with fairness, be expected to contribute more
out of a given level of resources. The problem is to determine how
much more they should contribute.

In its report, "New Approaches to Student Financial Aid," the
Cartter Panel found that current need analysis procedures showed
substantial favoritism toward parents with multiple siblings in college
and suggested that a reasonable reduction in this favoritism could
be achieved. In its final report, the Panel recommended that "an
appropriate technique be devised to provide for some reduction in the
contribution when a second or third child is simultaneously in college,

“

without producing the excessive favoritism now shown to parents of

children whose college vears overlap.”
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The uniform methodology recognizes that a family with more than
one member attending a postsecondary institution should contribute
a greater amount from a given level of resources than.a family with
only one member in attendance. This methcodology is set forth in Table

7.

Table 7: The Uniform Methodology for Determining Parental Contribution When

More Than One Family Member Is Attending a Postsecondary Institution

Contribution Per Family Contribution for
Number of Postsecondary Student as a Percent All Students as a Percent
Students in Attendance of Standard Contribution of Standard Contribution
1 100% 100%
2 70 140
3 60 180
4 or more 50 200+

Measuring Student Resources for Postsecondary Educational Expenses

The national financial need analysis systems have from their inception
incorporated the basic principle that the student has an obligation

to assume a responsibility for a portion of the cost of his education.
This obligation is reflected through a systematic expectation of con-
tributions from a student's own savings and employment income. This
principle is also basic to the uniform methodology, which expects

the student to make some contribution from summer earnings, previous
savings, and other resources such as social security, veterans, and

war orphan benefits.
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Expectation from Summer Savings

Table 8 lists the standard summer savings expected from Jdependent

students by the uniform methodology.

Table 8: Standard Summer Savings Expectation

Student Status Expected Contribution
Prefreshman (first year) $500
Presophomore (second year) 600
Prejunior (third year) 700
Presenior (fourth year) 700

The standard summer Savings expectation serves primarily as a
guideline to what the student's responsibility toward his or her own
education should be. Because of the aid administrator's knowledge
of local conditions, he or she will be better able to judge the oppor-
tunities for employment and hourly earnings. which will vary considerably
between geographic regions and even by size of city. 1In additcion,
it may be impossible for a student to obtain summer emplovment because
of illness, academic scheduling, cr other factors. The financial aid
administrator should be preﬁared in such cases to assist the student
meet the self-help obligation through employment during the school
year or loans. In recognition of these factors, the CSS national standard
provides an institutional option in the treatment of summer saving

expactations.
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Student Assets

In the case of a student who may be considered dependent on his or her
parents, the calculation of contribution from the student's assets

is achieved in the following manner: ’

Total assets of student

- Indebtedness of gtudent (excluding educational and consumer debts)

= Net worth

= Emergency allowance ($500 per family member [other than the
applicant) dependent on the student for support)

Discretionary net worth

Asset taxation rate of 35 percent

Contribution from dependent student's assets

®

Other Student Resources

In the uniform methodology, social security benefits which continue

to . paid on behalf of a student over the age of 18 enrolled in a
postsecondary educational institution are treated as part of family
income or as a student resource depending on the level of the family's
adjusted available income.

It should be noted that from the point of view of the Social
Security Administration, the student benefit is not a form of student
aid. While the term "student benefit" derives from one of the four
conditions for entitlement —- full-time school attendance -~ it dJoes
not describe the intent of the program nor the reason for which the
benefit is paid. That intent and reason are found in the basic condition
for entitlement: The student is a dependent child of a worker whose
earnings are lost due to death, disability; or retirement. Lost earnings

are replaced by benefits which are paid in portion to the dependent

.members of the worker's family. The student child is deemed dependent
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since full—-time school attendance is assumed to preclude self-support
through employment.

The uniform methodology recognizes that the contribution to family
expenses that such benefits covered prior to the student's 18th bitchda&
continue while the student is pursuing postsecondary educational
opportunities. Where the family income is low, all social security
benefits are considered part of family.income in determining the expected
parental contribution toward postsecondary educational costs. However,
when family income is above the equivalent moderate standard of living,
it is assumed that sufficient income is available from resources other
than the student's share of social fecurity payments to meet the continuing
expenges of the family and that all of the student's share of the social
security payment is available to meet the student's expenses at a
postsecondary institution.

Table 9 illustrates the allocation of that portion of the social
security benefits attributable to the continued dependency of the

i
student, as a portion of family income or as a direct student tvusource.

Veteran and War Orphan Benefits

Benefits provided through federal and state programs dealing with
veterans and their dependents (educational benefits for veterans, war
orphan benefits, etc.) are conéidered to be available for educational
expenses at a 100 percent rate. These are specifically student benefits
and are made available to meet the specific.costs of postsecondary

education. Their inclusion as a part of student resources continues

to be appropriate.

=
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. Table 9: Allocation of Student Benefit Payments
' as a Family or Student Resource

Percentage of Student

Adjusted Available Benefit Payments Allocated as:
Income Family Resource Student Resource
Less than $400 100% 0x
$ 400 -§ 799 90 10
800 - 1,199 80 20
1,200 - 1,599 70 30
1,600 - 1,999 60 40
2,000 - 2,399 50 50
2,400 - 2,799 40 60
2,800 - 3,199 30 70
3,200 - 3,599 20 80
3,600 - 3,999 10 90
4,000 or more 0 100

Total Family Contribution

The final step in the uniform methodology is to add together the parental

contribution and the contribution from the student. This generates the
total family contribution, which is used in determining a student's needs

by subtracting it from the appropriate institutional budget.
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PART Il: MEASURING SELF-SUPPORTING STUDENTS® ABILLTY TO PAY

In contrast to the Jdetailed methodology and rationale that has evolved
over the last 20 vears i{n the measurement of parental ability to pay
postsecondary educational costs, the measurement of self-supporting
students' ability to pay is of comparatively recent origin. The uniform
methodology is based on the widely accepted principles that are currently
being utilized in the national need analysis services. In general the
methodology is concerned with the measurement of total student resources
that will be available to meet the educational and living expenses during
the period that he is seeking assistance. since a self-supporting student,
by definition, must provide for his own subsistence Qnd other expenses
both within and without the academic period, the unifoum methodology
measures the resources available to the student based on the estimated

income from all sources for a 12-month period.

Concept of Available Income

The uniform methodology utilizes the corzept of "available income" in its
procedures for ueasuring the resources available to tne self-supporting
student. Available income, in this case, is defined as that income
available to the s:udent for meeting living and educational costs after
allowances have been made against the total estimated resources for the
following expenses:

1. U.S. income and FICA taxes

2, State income tax

3. Employment allowance (if appropriate)

30
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An allowance is made for federal income and FICA taxes because these

taxes are mandatory and will vary depending on the amount of income earned
and the number of employed persons within the family u;iti For estimates
of the federal tax payment, a acandard'incoﬁe tax is computed, assuming
the appropriate standard deduction and number of exemptions in the family
unit. The estimated social security taxes are developed by multiplying
the applicant's and spouse's (if appropriate) income from wages, salaries,
and tips by the current FICA tax (5.85 percent) to a maximum allowance of
$820 for each working spouse.

In addition to the allowance for federal taxes, the uniform methodology
makes an appropriate allowance for state income taxes for students residing
in one of the states assessing such taxes by using the appropriate tax
computation schedule and assuming standard dzductions.

An employment allowance is made in the uniform methodology for a
student whose husband or wife is employ~’., This allowance is meant to
aljust the total income for the additional expenses incurred by families
that do not have the advantage of a nonemployed spouse. This allowance
is 50 percent of the spouse's estimated income from wages, salaries, and
tips, or $1,500, whichever is less.

After these allowances are made, the remaining taxable income is
added to the applicant's other nontaxable income, resources, and benefits.
The total is the available income to meet the student's living and
educational expenses in the forthcoming year.

Tﬁe calculation of the available income in the uniform pethodology

can be illustrated as follows:

81
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Applicant's estimated wages, salaries, and tips
+ Spouse's estimated wages, salaries, and tips
+ Other taxable income’
= Total taxable income for computation purposes
- U.S. income taxes to be paid
- FICA taxes to be paid
- State incozme taxes to be paid (if applicable)
Employment allowance (if appropriate)
Estimated financial assistance from applicant's parents
Estimated financial assistance from spouse's parents
Other nontaxable income and benefits
Available income

B[+ 4+ +

Self-Supporting Student's Contribution from Assets

Since assets also contribute to the financial strength of the applicant,
it is important to include them in assessing the applicant's ability to
pay for postsecondary education. The uniform methodology assumes that
students who are self-supporting and who have substantial assets have
decided that education is the most important expenditure that they can
make. Therefore, it is reasonable to expect that a significant portion
of their assets will be made available to meet educational costs, and

the uniform methodology expects the single self-supporting student to
commit a significant portion of his or her assets to help meet educational
and basic living expenses. As students continue beyond undergraduate
education and assume family responsibility, it is important to protect

a portion of their assets, and the uniform methodology would expect a
decreasing amount from the student's net assets as the applicant's age
and family responsibilities increase. An emergency allowance of $500 per
family member is also allowed in the uniform methodology for each family
member other than the applicant.

In general the uniform methodology for self-supporting students

ERIC
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follows the same procedure in arriving at the contribution from assets
as does the uniform methodology for dependent students.

Calculation of this income supplement in the uniform methodo logy
can be illustrated as follows:

Home equity

Net value of investments and other real estate

Total cash, checi:ng. and savings accounts

Adjusted net worth o7 buciness/farm

Other debts (excluding education and consumer debts)

Net worth for computation

Emergency allowance ($500 per family member other than the applicant)
Discretionary net worth ’

X Asset taxation rate:

K+ o+ o+

Age Rate
25 and under .35
26 - 30 .30
31 - 35 .25
36 - 39 .20
40 and over .12 (same as for parents)

Self-supporting student's income supplement
The income supplement is then ad2ed to the self-supporting student's

available income to equal the "adjusted available resources."

National Budget Standard

Since the adjusted available resources are the total funds considered
available to the student to meet his living and educational costs during
the forthcoming year, an estimate of the consumption portion of the
student's expenses must be provided in order to determine the amount of
student resources available to meet direct educational costs (tuECIon.
iees, books, and supplies),

The uniform methodology provides a national budget standard, the

Independent Student Allowance (ISA), based on the 1967 BLS moderate
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budget level consumption expenditures, updated by if:anges in the CPI,
and adjusted for age and family size differences. The ISA contrasts
with the MSA, which is based on the BLS low budget level consumption
expenditures. Since 100 percent of the resources available to the
student are considered available for the payment of living costs and
educational costs, it is important that adequate provision be made for
living costs. In contrast, estimates of parental ability to pay direct
educagtional costs for dependent children are some fraction less than
100 percent. Consequently supplemental tunds Are available to the
family to supvlement the MSA based on the BLS low budget estimates.
The IS4 zepresents the basic expenseé required by the applicant
and/or his or her family for a 12-month period. The 1€&7 ' .. .oderate
budget consumption expenditures, adjusted for estima: -« -+ in the
CPI through December 1975, and appropriate family chats.r-'.. "c8 are

shown in Table 10.

Table 10: Independent Student Allowance (ISA)

Family Size 3 Months + 9 Mcaths = 12 Months
Single $ 1,070 $ 3,230 $ 4,300
Married 1,50 . 4,530 6,030

Married, 1 chiid 1,890 5,730 7,620
Married, 2 children 2,200 6,670 8,870
Married, 3 c¢hildren 2,940 81890 11,830

The difference between the ISA and the adjusted available resources
equals the student's contributicn available to meet out-of-pocket direct
educational costs for tuition, fees, toocks, and.supplies and from which

estimstes of the applicant's financisl need would be uniformly measured.

34
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The results of the accompanying Parents' Confidential Statement cases, taken
from CSS Need Analysis: Theory and Computation Procedures (1973 =dition),
produce considerable differences in need analysis results when subjected to
the Uniform Methodology, the Basic Educational Opportumity Grant "system,"
and the Income Tax “method.”

The following is a summary of parental contributions derermined by the three
systems for each of the cases. In each instance the parental contributisn

is for one child in postsecondary education. Tie difterences in the systems'
approach to student resources is reflected in the summary és well,

Student: Pierce Comer Drown Hesdeicks bt ichael
Parents' Income 16,355 18,400 12,425 4,886 12,600 23,500
Parents' Net Worth 0 31,958 16,635 31,200%(F) 47,500*(B) 47,281*(B)
Number in Household 3 5 5 8 5 5

Parents' Contribution

Uniform

Methodology 773 1,422 1 -700 363 4,036
Basic Grants

Method 2,182 2,857 871 0 1,840 4,249
Income Tax

Method 1,450 3,219 1,311 1,060 2,883 5,296

Student's Income
Contribution

Uniform
Methodology 700 500 500 500 700 500

Basic Grants

Income Tax
Method

Studea: s Senefits/
Asser fovitribution

U-iform

Methudelogy 2,005 114 140 210 0 1,855
8asic Grants 39 107 132 198 1,749
Income Tax

Methad

09
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*Business (B) or Farm {F) case. Net worth includes full vaiue of business

farm.

As can be seer frn * . tavie, wariance in outcome is marked in all instances.
However, partic. ..~ : rotizeable are differences in areas nct addressed by the
U.S. Commissions < i ‘ucation's proposed regulations -- the treatment of -
business or farm ..., adjustments to income allowed in the regulations but
not accomodated ° cher the Basic Grants or Income Tax methods, and variations
on treatment of - . .t resources. On the latter point, the Basic Grants method
does not pro-‘de 1 an expectation from the student's own income; and the Income
Tax method s ' :ly of "consideration" of student's income and assets.
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Basic GraxTs TratiNiNG Progecy,
Washington, D.C., September 2, 1973,
Mr., Prrer K, U, Vowir,
Division of Busic and State Student Grants,
Washington, D.C.

Drar Perir: The following comments/suggestions are offered to the Proposed
Rnlc:x for Basle Grants published In Federal Register, Vol. 40, No. 158, August
14, 1975.

190.33—This paragraph needs “tightening™ to avoid the situation where high-
jncome divoreed parents report only the wife's alimony/child support inceme
und thereby obtain eligibility for a Basic Grant. As a minimum, it shonld clearly
state that Paretis who elabms the child as an income tax exemption must report
his/her neowme on the appliention.

190.35—The asset reserve of $12.300 is inadequate when assets consists solely
of home equity. Property values are badly inflated but rather than more asset
strength it usually means only higher property taxes. A minimum of $15,000
house eqnity should be estublished.

1M0.43—"There is no independent self-supporting student carning a living at o
cost of $LO50 for the year. The provess looks at previous year's income—in
order to earn that a ear is a necessity in ahnost every instance yet the system’s
totn] allowanee does not even cover trausportation. There Is no way, no place,
no how, that a self-supporting individual c¢an live on $1,0530 per year. To correct
this tnequity, o self-supporting student shounld be entitled to the $1500 .mploy-
ment offset in ddition to the present offset of $1.050.

Sincer
P. JeroME CUNNINGHAM,
Basic Grant Primary Trainer, Conne: icut.

UNITED STATES SENATE.
COMMITTEE ON Lasor AND PUBLIC WELFARE.
October 28, 1975,
1lon. Tergen I, BeLL,
Commisxioncr of Education, U8, Ofice of Edueation, Department of Mealth, Edu-
cation, und Welfare, Washington, 1).C.

Drear Mr. CoyantssioNtr: Dr. John D. Phillips. Acting Deputy Commissioner
for Postsecondary Eduneation, appeared before the Subconnmittee on Education
on September 11th to explain the changes you propuse to make in the Fmnily
Contribition Schedule for the Basie Rdueational Opportunity Grant Program.

We are extremely pleased that you are seeking to moke the Schedule more
eruitable with regard to the family size ofiSer. the treatment of assets and ex-
chusion of a portion of tarm and small business assets. These changes should
have a signiticant impact toward making the Basic Grant Program more re-
sponsive to the needs of the students it was intended to serve.

We believe that the changes you have made in the Family Contribntion Sched-
ule make it aveeptable to the Subeammittee cn Bduearion, This letter wiil serve
as ofticinl notice that the Sabvommittee does not plan to disapprove the Schedule.
We hope that this will be suflicient to allow you to implement the new Schedule
s sonn s possible and to disseminate informetion ow next year’s program ex-
peditionsly in order to assure that every eligtbl  wisnt receives the grant to
which he or she is entitled,

Sincerely.
CiLAIRORNE PELL.

Chairman. Subec: inittee on Education.
J. GLENN BraLL. Jr..
Ranking Minority Member, Subcommittee on Education.



